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2 BS | 
“MAKE UP YOUR MIND, DINWIDDY! 
IT'S EITHER YOU SHUT DOWN 
THE PLANT OR THE CAT WILL!” 





In years of advocating enclosure for bus structures, I-T-E has been aided 
recognition on the part of engineers in industry, of the hazards offered 
open bus runs. No doubt, in plants now equipped with enclosed swit 
gear, there are engineers who will recall experiences of their own with op 
structures in which accidental outages occurred or were narrowly avoid 


AIR SWITCHGEAR {| 


IMMERSED IN AIR “VARA ENCASED IN STEEL | 
OrwS 


~1CIRCUIT BREAKER CO., pamapevan, 
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RBER REGULATORS FOR GAS RATIONING 


Strict economy in the use of gas is a vital part of our war 
program. It is now incumbent on every gas user, appliance 
manufacturer, and public service corporation to promote the 
utmost efficiency and economy in the use of every type of gas 
fuel. 


When gas burning appliances are equipped with effective 
Vv pressure regulators, these devices really ration gas to the ap- 
dby 4. G. A, Pliances—assure uniform, efficient consumption without waste. 
¢ Laboratory, You can help to see to it that, whenever possible, heating ap- 
4" up. Descrip- pliances, water heaters, kitchen ranges or any other house- 
olders supplied oid, commercial or industrial appliances are fitted with a 
your trade. a ° 
or new Catalog eliable regulator. For this purpose you can safely recommend 
ices on Barber Barber Regulators, widely recognized as mechanically per- 
ay and Ap- fect, highly dependable in service, and capable of giving better 
urners, and az ° 
ors. performance and stricter economy from any appliance. 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


ARBER earssun:s REGULATORS 


Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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en you cut pipe . . . Cut time and work too 
with this 
speedier 


«testes 
: Cutter 


* 


5 


EASONS why ripeio Cutters roll more quickly and 
easily through all kinds of pipe are in the design of the 
tools. The thin-blade wheel, for instance, coined from tool 
steel and assembled in steel-bushed hub, makes an un- 
usually speedy clean cut. Heavy-duty cutter frames are 
warp-proof, always cut true, are nicely balanced for easy 
work. 6 sizes for pipe from ” to 
6”. Also No. 42, 4-wheel short handle 
for cutting in close quarters. Ask 


RWIS Tubing Cutter, with 
your Supply House. rolls—also cuts thin wall 


conduit. 


THE RIDGE TOOL CO. 
ELYRIA, OHIO, U. S. A. 
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Pages with the Editors 


| bangs ahead to the post-war years seems 
to be quite the rage these days. Everyone 
who indulges in it takes care to issue assur- 
ances that such activity is not detracting one 
tiny bit from his concentration on the war 
effort. 


WE all hope this is so and even if it is not 
we don’t know what can be done about it, un- 
less somebody can devise a sort of race horse 
barrier that will keep all the nimble minds 
marking time until the signal is given for 
everyone to get off to an even start. Admit- 
tedly, this will take some doing. Under the 
present circumstances, we have the spectacle 
of some left-wing planners insisting that pri- 
vate business concentrate on winning the war 
while they go ahead spinning fine theories of 
social consciousness for a Utopian world in 
years to come. The businessmen naturally dis- 
like to see the adversaries of what we laugh- 
ingly call the “profit system” getting away 
to such a head start. And so they are disposed 
to bone up a little on their own account. 


Untess this rivalry is restrained it might 
result in too many firemen taking time off 
from fighting the world war blaze in order 


FERGUS J. MCDIARMID 


Are serial bonds the answer to future utility 
finance? 


(SEE Pace 69) 
JAN, 21, 1943 


LYLE H. OLSON 


Value cannot be confined entirely to a hypo- 
thetical life table. 


(SEE Pace 90) 


to demonstrate how good they are at pitch- 
ing horseshoes, or something. We still think 
the race track barrier for the nimble minds 
would be an ideal solution. But we are stuck 
right there; can’t think up a single suggestion 
for going about devising one. 


OF course, we must distinguish between ac- 
tive planning and simply taking sights in or- 
der to navigate one’s course in the troubled 
years of reconstruction ahead. The real post- 
war planner is presumably somebody who 
either has the power or thinks in some way 
he will get the power to fashion some phase 
of our future way of life according to his 
own blue print. Needless to say, the woods 
are full of them—right, left, and center. 


But the observers or, if you will, the tore- 
casters are of a humbler breed who have 
no ambition to work their own will. They 
merely confine themselves to taking bearings 
for post-war navigation, as it were. They may 
go so far as to point out how certain rocks an 
shoals may be avoided and that brings them 
close to the planner’s province. But by am 
large the observers are those who, as the the: 
csophists used to say, “accept the untverst 
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The installation of Riley Pulverizers 
by these leading Public. Utilities companies 


is indicative of their growing acceptance by 
the industry. 


Pennsylvania Edison Co.—Williamsburg, Pa. 


Commonwealth & Southern Corp. for 
Southern Ind. Gas & Electric Co.—Evansville, Ind. 


Union Electric Co. of Ill_—Venice, Ill. 

Union Electric Co. of Ill_—Cahokia Station, Ill. 

Union Electric Co. of Mo.—Ashley St., St. Louis, Mo. 
lowa-lllinois Gas & Electric Co.—Davenport, la. 
Potomac Electric Power Co.—Buzzards Point, Md. 
Edison Elect. Illuminating Co.—Boston, Mass. 

Hartford Electric Light Co.—Hartford, Conn. 
Connecticut Power Co.—Stamford, Conn. 

United Illuminating Co.—Steele Point, Bridgeport, Conn. 
Interstate Power Co.—Dubuque, lowa 

Interstate Power Co.—Clinton, lowa 

Lynn Gas & Electric Co.—Lynn, Mass. 

Oklahoma Gas & Electric Co.—Harrah, Okla. 
Oklahoma Gas & Electric Co.—Ponca City, Okla. 
Savannah Electric Co.—Savannah, Ga. 

Central Ohio Light & Power Co.—Bluffton, O. 

Otter Tail Power Co.—Canby, Minn. 

Blackstone Valley Gas & Electric Co.—Pawtucket, R. |. 
Carolina Power & Light Co.—Cape Fear, Moncure, N. C. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8T. LOUIS CINCINNATI HOUSTON CHICAGO S&T. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOLLEES - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNEES - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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PAGES WITH THE EDITORS (Continued) 


OF such persuasion apparently is the author 
of our opening article on public utilities in 
a free enterprise system. He is Fercus J. Mc- 
DraRMID, security analyst for the Lincoln Na- 
tional Life Insurance Company of Fort 
Wayne, Indiana, and a frequent contributor 
to these pages. 


¥ 


HE article beginning page 82 by the well- 

known Washington author, HERBERT 
Corey, entitled “Public Power and the War 
Cloak,” deals more with the troubled present 
than the troubled future. However, if the gov- 
ernment’s public power program makes as 
long advance during the war emergency as 
Mr. Corey says it threatens to do, there will 
probably be considerable trouble in the future 
for competitive private enterprise. 


> 


Pyot so often we have to go back to funda- 
mentals and publish an article on the basis 
for rate regulation—just to hold our fran- 
chise as it were for being a magazine devoted 
primarily to the problems of utility regulation. 
In this issue we are glad of the opportunity 
to execute this function in a somewhat differ- 
ent manner. It is an article by LytE H. Orson, 
vice president of the American Appraisal Com- 
pany, and chairman of the Association of Ap- 
praisal Executives. Mr. OLson, an architect 
by training and an appraiser by profession, 
kas been in the appraisal business for over 
forty years. He has engaged in these activities 
in most of the states of the United States and 
several countries of South America and Eu- 
rope. Though he has written numerous arti- 
cles for business and professional publications, 
this is his first appearance in the ForTNIGHTLY. 


HERBERT COREY 


There are a number of public power soldiers 
—marching as to war. 


(See Pace 82) 
JAN. 21, 1943 


WE have read with considerable wonder 
and no little perplexity the occasional 
hints thrown out of Washington that the Fed- 
eral government might encourage a plan 
whereby the average citizen would be able 
to start paying now for a utility appliance, 
automobile, or other commodity which can 
no longer be purchased new, and be guaran- 
teed some sort of a priority on post-war de- 
livery. Since the production of most new util- 
ity appliances fell a fairly early victim to 
war effort conversion, this news must natural- 
ly strike a responsive cord in the breast of 
many a utility man who looks dismally at 
bare shelves in his merchandising department 
and sees the ghost of departed sales forces 
(now somewhere in New Guinea, perhaps, 
serving grenades to the Japs instead of vacu- 
um cleaners to the Lady of the House). 


Ir this scheme, which our contemporary, 
The New Yorker, has dubbed the “Show-Me- 
First- Your-Penny Plan,” comes to pass it will 
certainly revolutionize the technique of sales- 
manship, credit collection, and so forth. Imag- 
ine the impact on the ’advertising business 
alone! Imagine being invited in multicolored 
displays to “Ask the man who’s going to own 
one,” or “Buy X vacuum—it’s going to get 
every bit of dirt that is loose in a rug.” There's 
a chance we may even witness credit letters 
which demand immediate payment of delin- 
quent instalments under penalty of “repos- 
sessing your machine—as soon as it’s manu- 
factured.” 


¥ 


A the important decisions preprinte: 
from Public Utilities Reports in the back 
of this number, may be found the following: 


A RULE requiring gas customers to pay one 
cent per hundred cubic feet on delinquent bills 
was ordered by the Missouri commission to 
be modified to provide for a penalty of 5 per 
cent, and a rule requiring a deposit or guaran- 
ty of payment, not in conflict with the general 
order of the commission governing such mat- 
ters, was approved. (See page 65.) 


THE integration of certain public utility sys- 
tems and the disposal of businesses not retain- 
able under the Holding Company Act were 
ordered by the Securities and Exchange Com- 
mission, which discussed the retainability of 
additional holding company systems in the 
main system, the retention of other businesses, 
such as ice, steam, merchandising and jobbing, 
and the combination of gas and electric 
properties as part of a single integrated public 
utility system. (See page 68. 


THE next number of this magazine will be 
out February 4th. 


SCs. 
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Management needs weapons that ‘urn facts into action! 


*"'Fact-Power''—the visual organization of graphically recorded facts. 


What factor is the key to the initial suc- 
cess that leads to final Victory? 

We say, without reservation, ‘‘Fact- 
power!"’ With ‘‘Fact-power’’ America and 
its allies have moved forward with in- 
credible speed because ‘‘ Fact-power’’— 
the visual organization of graphically re- 
corded facts—is the weapon management 
uses to create, plan, order, build, produce 
and ship countless things to the United 
Nations forces on every front. ‘‘Fact- 
power” is the weapon that will continue 
to tell the United Nations the truth of 
how much, how many and how soon. 

In countless instances in war plants all 
overthe nation, Kardex Systems of Record 
Control have proven in action that they 
are a vital cog in our huge production 
wheel. Kardex shows the facts, speeds 
the decisions that spell defeat for the 
Axis. Kardex gets the kind of action the 
United Nations want by flashing the facts 





on sight by the visible margin system 
with exclusive Graph-A-Matic signalling. 
Get the facts on Kardex now. Write to 
Remington Rand, Inc., Systems Division, 
Buffalo, N. Y., for sample forms and cat- 
alog on the new Wood Administrator 
Kardex line. No obligation whatever. 


WOOD KARDEX 


Remington Rand now produces Kardex in 
wood without changing in any way the 
signal and control features that have made 
Kardex world famous. And it’s built for 
permanent use, too. No critical materials 
are used, 
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division, War Production Board. 
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Guy A. RICHARDSON 
Director, ODT Division of Local 
Transport. 


LEON HENDERSON 
Chief, Office of Price 


Administration. 


JAN, 21, 1943 


Remarkable Remarks 


“There never was in the world two opinions alike.” 











—MonrTAIGNE 





“Local government after the war will be strengthened 
or weakened by its conduct during the war.” 


¥ 


“You [municipal officers] must do what is necessary, 
regardless of whether your state Constitution or your 
attorney general says it is illegal.” 


¥ 


“Man can consume so much food, but unless man’s 
inventive mind stops there can never be any limitation 
for long to his ability to consume electricity.” 


¥ 


“Unless we can establish industrial and financial de- 
mocracy, freedom of enterprise for the few will prove 
to be destructive of all the freedoms for the rest of us.” 


* 


“We may have to revise the [gas] industry’s slogan, 
‘You can do it better with gas,’ to a new slogan—For 
the duration, you had better not do it with gas.’” 


¥ 


“The city, district, or federally owned power bureau, 
controlling its own funds and handling its own account- 
ing, is the most independent department of government 
in America.” 


¥ 


“To have the masters of the American press silenced 
in front of you for twenty minutes while you tell them, 
is something any public servant would gladly sacrifice 
his hope of bureaucratic heaven to achieve.” 


¥ 


“We still today have an occasional war worker who cat- 
not understand why his employee group should not be 
permitted to charter a bus to go on a picnic on a vacant 
lot or grove adjacent to a railroad station.” 


¥ 


“This thing we call government, if it really is a de- 
mocracy, is not apart from yourself. It is an instrumen- 
tality for getting the things done that you want done... 
If you are scared of your government you will be scared 
of the post-war period.” 


12 
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.« e that are helping to solve 
wartime accounting problems 


Obtain as a by-product of regular routines such 
vital reports as Labor Distribution by Accounts, 
Materials Used, Taxes Collected from Employees, 
War Bond Purchases by Employees. 


Combine or redesign forms so that related records 
—such as pay check, voucher, earnings record and 
payroll—can be posted together in one operation. 


Keep machines busy by relieving skilled operators 
of pre-listing, stuffing, heading accounts and 
other non-posting duties, and by scheduling relief 
operators for lunch hours, rest periods, etc. 


Make sure that operators are taking full advantage 
of figuring short-cuts, and that they are using 
all the time-saving features of their machines. 


Locate and eliminate causes of bottlenecks or idle 
machine minutes by rearranging machines, duties 
or the flow of work to the machines. 


Keep machines in the best possible condition 
through regular inspection, cleaning, lubrication 
and adjustment by Burroughs service men. 


“.k* @ 


Burroughs’ technical knowledge of machines, applications and procedures 
can be of great help to you in meeting today's accounting problems with 
your present equipment. Call your local Burroughs office, or write direct to— 


BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICH. 


Burroughs 


* FOR VICTORY—BUY UNITED STATES WAR BONDS AND STAMPS x 
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Brigadier General, Chicago Ord- 
nance District, U. S. Army. 


EpItoRIAL STATEMENT 
The Wall Street Journal. 


Cart W. ACKERMAN 
Dean, Columbia University. 


EDITORIAL STATEMENT 
The New York Times. 


B. C. Forses 
Editor, Forbes. 


Davin GINSBURG 
General counsel, Office of Price 
Administration, 


EprtortAL STATEMENT 
The Raleigh (N. C.) Times. 
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“It’s a matter of record that the performance of the 
electrical industry in America’s war effort thus far is 
unsurpassed. This industry has been faced with colossal 
problems caused by the need for swift expansion of fac- 
tories. Its response has been truly magnificent.” 


* 


“Bureaucracy piled layer on layer, the blaming of bu- 
reaucracy’s mistakes on the innocent citizen, the regimen- 
tation of the citizen, the application of penalties, the with- 
drawal of ordinary protections—all are familiar sign- 
posts along the road whose end is totalitarianism.” 


¥ 


“There are periods in a lifetime when it is more dif- 
ficult to live for your country than it would be to risk 
your life for your country. You and I are living in such 
a time today. We must fight for our principles, our rights, 
and our convictions at home even if, in that fight, the 
opponent is our own government.” 


¥ 


“Before we attempt to impose compulsory labor we 
must get rid of the whole network of artificial restric- 
tions that we have built up against voluntary labor. We 
must rid ourselves. in other words, of the innumerable 
devices for creating unnecessary jobs. We must end every 
useless political job in the Federal, state, or city bu- 
reaucracies.” 


Aa 


“Every employing concern is exhorted to save labor, 
to release a maximum of employees not absolutely neces- 
sary for war production, But what of the government 
itself? Major General Lewis B. Hershey, national Se- 
lective Service director, bluntly declares that ‘too many’ 
persons, upwards of 5,000,000, are employed by Federal, 
state, and local governments.” 


* 


. individual hardship cases cannot be allowed to 
absorb so much of the limited manpower of OPA as 
to impede the much larger job of designing and admin- 
istering industry-wide regulations. The handling of three 
or four hardship cases absorbs as much administrative 
energy as the formulation of a much needed regulation 
applicable to an entire industry.” 


¥ 


“ 


“Long outmoded now is the famous statement, rash 
as it was appropriate then, ‘The Public Be Damned.’ 
Brusque Commodore Vanderbilt, pioneer railroad builder 
of broad proportions, were he living now, would doubt- 
less change his comment to something like, ‘The Public 
Be Pleased.’ Even private enterprise ‘has learned, as have 
the utilities, that courtesy and satisfaction are productive 
of dividends,” 
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ING THE ARTERIES OF INDUSTRY 


Now, when War Production 
makes prior claim to the manu- 
facturer’s output, is the time to 
seek quality and service as never 
before. 

It’s good business—Patriotic 
business—to demand the maxi- 
mum service from available raw 
materials. 

With your sympathetic co- 
operation in plans and specifi- 
cations, R&IE can help more by 
thereby eliminating many of the 
occasional production delays. 


ity, 


As you seek quality and 
Service, remember that 
R&IE has been a 


SPECIALIST 


for 31 years—in problems 
on Indoor and Outdoor 
SWITCHING EQUIP- 


MENT. 
S 


ILWAY and INDUSTRIAL ENGINEERING COMPANY 


GREENSBURG, PA. ... In Canada—Eastern Power Devices Ltd., Toronto 
Cooperating 100% with the War Effort 
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capacity — 250,000 Ib of steam per hr. Design pressure 
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the right was accomplished by two C-E Steam Generating Units of the type illustrated 
—775 psi. Total steam temperature— 910°F. 
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/ STEAM AT WAR 





Somewhere in the mid-west there’s a new power 
station that serves an important area of a great 
industrial state. Its 50,000 kw turbo-generator is 
supplying the power on which depends the pro- 
duction of ordnance and munitions; machine tools 
and chemicals. It also provides electricity for im- 
portant coal mining areas and even serves Army 


and Navy air bases and camps. 


FORCED OUTAGE—1% 
How dependably two modern C-E Units are supply- 
ing the steam for this turbo-generator is evidenced 
by data of recent performance covering a period of 
approximately 17 months. The forced outage time 
during this entire period for the two units combined 


was only 1% of all the available hours. 


HIGH AVERAGE OUTPUT 


During these 17 months, the average output for each 





of the two units (rated at 250,000 lb maximum con- 
tinuous capacity) was 224,000 lb of steam per hr. 


BETTER THAN THE GUARANTEE 
Furthermore, the combined overall efficiency of the 
two C-E Units was 88.74% —well above the original 


guaranteed performance. 


ww 2: * 


Thus the evidence accumulates to show why this 
global war found our country prepared with more 
power capacity than all the nations of the Axis 
combined. The reason for this fortunate situation 
is the long established policy of the American 
public utilities which have consistently sought im- 
proved equipment in order to produce power more 
efficiently, more dependably and more abundantly. 
That’s why power was among the readiest of 
America’s implements of war. 





COMBUSTION ENGINEERING 


200 Madison Avenue, New York, N. Y. 
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NOTE CLEAR WATERWAY THROUGH METER 


hapa LOSS of head and reliability are the keys to the 

approval of the Protectus Meter by the National 
Board of Fire Underwriters, Inc. These same features 
make this meter ideally suited for many other types of 
services where large volumes must be measured with 
minimum loss of head. An example of this is the in- 
creasing use of the Protectus for the metering of lines 
to large industrial housing projects beyond the antici- 
pated limits of water distribution. 


NEPTUNE METER COMPANY - 50 West 50th Street - NEW YORK CITY 


Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE, DENVER, DALLAS, | 
KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 
Neptune Meters, Lid., 345 Sorauren Avenue, Toronto, Canada. 


UNDERWRITERS LABORATORIES, INC. 


~—_ w=me?® © ef & 32 ©} > 8) coe 
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VERY American-made shell stabbing 

through today’s Axis landscape carries 
a promise ... of plenty more coming. . 
from an America now producing more than 
the enemy ever bargained for. 


The thunder of our guns, daily more deaf- 
ening to Berlin and Tokyo, voices the war- 
time industrial might of our factories and 
shipyards—turning mountains of raw ma- 
terials into an endless and overwhelming 
flood of shells ... ships... torpedoes... 
tanks . .. planes. In plants of all types 


TODD COMBUSTION EQUIPMENT, 


(Division of Todd Shipyards Corporation) 
601 West 26th Street, New York City 


NEW ORLEANS 
For Victory ... Buy U.S. War Bonds and Stamps 


NEW YORK MOBILE 


GALVESTON 
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America, Todd Combustion 
Equipment is contributing to efficient, 
trouble-free power-production .. . main- 
taining unsurpassed standards in the com- 
bustion of liquid and gaseous fuels. 


throughout 


With over 50 thousand units now in active 
industrial and commercial service, Todd 
technical staffs . . . with parts and replace- 
ments instantly available in key cities . . 
are cooperating with plant engineers re- 
sponsible for uninterrupted firing on the 
vital power-production front. 


INC. 


SEATTLE BUENOS AIRES 





LONDON 


DOES YOUR INSULATION INVESTMEN 
PAY A UCL RETURN? 


ON FURNACES where insulation is 


required to resist temperatures up 
to 1900° F., J-M Superex is widely 
recognized as the most efficient 
block insulation available today. 
Hundreds of installations prove its 
long life and low maintenance. 


FOR TEMPERATURES UP TO 600° F., 
you save by using J-M 85% Mag- 
nesia. For years the standard ma- 
terial for insulating power-plant 
equipment and steam lines, it com- 
bines light weight with permanently 
high insulating efficiency. 


HOW MUCH MONEY you spend on fuel depends to a large 


extent on the answers to these two questions: 


Are you using the correct insulating materials? 
Are they applied in the correct thicknesses? 


To assure every saving possible with insulation, it will pay 
you to call in a J-M Insulation Engineer. Let him study 
your requirements . . . his specialized technical training and 
experience will help you trace down and correct sources of 
heat waste that may otherwise go unnoticed. 

From the complete line of J-M Insulations, he can recom- 
mend exactly the material you need for greatest efficiency 
... exactly the thickness you need for maximum returns. 

For full details on this helpful service and facts about the 
complete line of J-M Industrial Insulations, write to Johns- 
Manville, 22 East 40th Street, New York, N. Y. 











JM 








ON SUPERHEATED STEAM LINES, Joh 
Manville Superex Combination Insul 
tion provides an effective safegua' 
against costly heat waste. Built up of 
inner layer of Superex and an outer lay 
of 85% Magnesia, this combinatid 
assures maximum heat resistance ai 
insulating efficiency. 


Johns-Manville INDUSTRIAL INSULATION 


FOR EVERY TEMPERATURE...FOR EVERY SERVICE... 


Superex ...85% Magnesia.. 


. JM-20 Brick... Sil-O-Cel C-22 Brick . 
J-M No. 500 Cement... Sil-O-Cel C-3 Concrete . 


. Sil-O-Cel Natural Brick 
ate lalaliis 
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TEST MADE AT APPROXIMATELY IOOOFEET GROSS HEAD 


40000 
HORSEPOWER 


FIELD TEST CURVE 


for 
460,000 H.P.—925 NET HEAD—450 R.P.M. 
VERTICAL FRANCIS TURBINE 


Built by 


Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 


Our facilities for building turbines, 
valves, rack rakes, gates, etc., are now in 
use for constructing ships for the Navy. 


———— 
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CLEVELANDS Keep Your Job 


Moving Because... 


Tor 


VV 


In Clevelands, correct design joins hands with “Tops” in 
Quality to produce machines that are definitely leaders in 
Performance. 


Power and traction to take them anywhere are coupled with 
the ultimate in strong, long wearing material. Thus, not 
only mere repair costs but the even more serious service- 
interruptions are brought to a minimum. These are user- 
substantiated facts that help tell the story of why Clevelands’ 
continuity of performance pays you big dividends in result- 
ant cost-savings. 


THE CLEVELAND TRENCHER COMPANY or 


20100 ST. CLAIR AVE ‘Pioneor of tho Small Trencher’ CLEVELAND, OHIO. N& 


“CLEVELANDS’ Save More...Because they Do More 
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INSIST ON 


VIELE 
Papers 
3 @) am 4010) °3 


Forms 
Records 
Stationery 


Superior Quality 
MADE FROM COTTON FIBERS 


PARSONS PAPER CO. 


HOLYOKE - MASSACHUSETTS 








DAVEY TREE TRIMMING SERVICE 


JOHN DAVEY 


Founder of Tree Surgery 


A War Service 


It's vital now to keep your lines 
free from tree interference. For 
tried dependability use Davey 
free trimming service. The best 
is the best buy. Be wise. Play 
safe. 


Always use dependable Davey Service 


DAVEY TREE EXPERT 60. KENT, OIG 


DAVEY TREE SERVICE 




















Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


5 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


ae 


Jack-Knife connectors for simple 

and easy disconnection of mo- 

tor leads, etc. Spring action— 
Also sleeve type terminals, 


self locking. 
ie 
screw type, shrink fit, etc. etc. _ <a 


== —Ga 

Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


L-M Elbows, with compression units 

giving a dependable grip on both con- 

ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Vi-Tite Terminals for quick 
installation and easy taping. 


Ea 
i 
i 


‘PENN- -UNION 


CONDUCTOR FITTINGS 
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SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
a 
GAS MEASUREMENT AND 
CONTROL 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER C0. 


Bridgeport, Conn. 








THE cooperation of the electric 


industry with the watthour meter manu- 





rs has kept the design and develop- 
of the modern watthour meter well 
ahead. of metering requirements. Thanks to 

cooperative spirit, watthour meters will 
again play their important part in systeni 


ion when normal times are once 


TOTTI TY ELECTRIC COMPANY 


SPOR ae eee eC BD 


Pak te tee Oo 1S 
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““Me and Nordstroms, 
we know how to hold tight.” 


ORDSTROM VALVES 


f KEEP UPKEEP DOWN 


* 


MERCO NORDSTROM VALVE Co. 


: A Subsidiary of PITTSBURGH EQUITABLE METER CO. 
Y WORLD'S LARGEST MANUFACTURERS OF LUBRICATED PLUG VALVES; GASOLINE, OIL & GREASE METERS 
Main Offices: 400 Lexington Ave., PITTSBURGH, PENNA. 
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On the Seven Seas 


For 45 years General Electric has developed and built electric equip- 
ment for warships. Here are a few of the ways in which electricity 


serves the Navy. 








1. Just one battleship may have 
electric generators to produce as 
much as 180,000 kilowatts. This 
power would supply the needs of a 
city of 375,000. 





2. Searchlights produce millions 
of candlepower of light to aid in 
detecting enemy ships and planes, 
and to guide Navy gun ters to their 
targets. 





3. More than 20 different opera- 
tions are performed in bringing a 
naval gun to bear on its target. 
Electricity helps to co-ordinate 
these operations. 








action, electricity helps direct the 
ship, operate the guns, and give the 
orders. G.E. is building equipment 
to do these jobs. 


General Electric believes that its first duty asa 
good citizen is to be a good soldier. 


General Electric Company, Schenectady, N. Y. 
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Our business of measuring heat 
for American cookery through 
the manufacture of Robertshaw 
Thermostats stands us in good 
stead these days. For now we are 
“measuring heat” for an Axis 
dish — we are making aircraft 
and anti-aircraft boosters and 
shells, shells for anti-tank guns, 


fuses for hand grenades and 
primers and ignition cartridges 
for rockets. Our precision expe- 
rience in the manufacture of 
Robertshaw Thermostats helps 
us, too, in the manufacture of 
The 
Robertshaw Thermostats we do 
make are used entirely in con- 


airplane instruments. 


For High Achievement in the production of war equipment. 


nection with Government pro- 
jects. And these serve a future 
as well as a present purpose for 
they keep our research depart. 
ment and engineering division 
working toward new models 
which will be ready to measure 
heat for American cookery when 
peace is here again. 


ROBERTSHAW THERMOSTAT CO., YOUNGWOOD, PA. 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





‘nt pro- 
1 future 
pose for 
depart- 
division 
models 
measure 
ry when 


january 21, 1943 


Public Utilities Fortnightly 





Keep adding approved water at reg- 
ular intervals. Most kinds of local 
water are safe in an Exide Battery. 
Ask us if yours is safe. 


Keep the top of the battery and bat- 
tery container clean and dry at all 
times. This will assure maximum pro- 
tection of the inner parts. 


Keep the battery fully charged—but 
avoid excessive overcharge. On bat- 
teries used for control service, check 
your D. C. control bus voltmeter to 
see that it is in calibration. 


Keep records of water additions, volt- 
age, and gravity readings. Don't trust 
your memory. Write down a complete 
record of your battery's life history. 
Compare readings. Know what's hap- 
pening. 


HESE are the real footsteps to Victory . 

the marching feet of fighting men, now 
heard across the embattled continents. Yet 
these men cannot fight unaided. Each step a 
soldier takes needs the’ fullest backing here at 
home. We must sacrifice, we must work, we 


must Save. 


Here, for example, are four very simple con- 
servation steps which you can take on the march 
to final victory. Follow them and make your 
storage batteries last longer. Buy to last and 


save to win. 


THE ELECTRIC STORAGE BATTERY CO. 
PHILADELPHIA 


The World’s Largest Manufacturers of Storage 
Batteries for Every Purpose 


Exide Batteries of Canada, Limited, Toronto 


If you wish more detailed information, or 
have a special battery problem, don't hesi- 
tate to write to Exide. We want you to get 
the long life built into every Exide Battery. 
Ask for Booklet Form 3225. 


Exide 


BATTERIES 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 




















The way Elliott builds the 
many operating factors 
analyzed and the condenser: 
signed to the conditions, s 
as load factor, water tempe 
ture, pumping heads, value 
vacuum, water quality a 
quantity, initial cost, operati 
expense. Elliott experience: 
sures that these various con 


tions will be ably met. 


An outstanding record ofs 
cessful condenser applicatic 
makes the Elliott staff of en 
neers particularly capable 


helping you with your probl 
No obligation. Write us. 


Heat Transfer Dep 
JEANNETTE, ? 
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Due to war-time travel restrictions, conventions listed are subject to cancellation. 


z JANUARY "7 





{| Constructors Association q Western Pennsylvania will hold meeting, 
Pittsburgh, Pa., Feb. 4, 1943 © 





{ American Society of Civil Engineers ends meeting, New York, N. Y., 1943. 





4 American Management Association will hold personnel conference, Chicago, Ill., Feb. 
1 1943. 


, 








9 Conference on Highway Engineering will convene, Ann Arbor, Mich., Feb. 10-12, 
1943, 








4 American Institute of Electrical Engineers opens winter convention, New York, N. 
1943. 





¥ Association of Highway Officials of North Atlantic States will hold highway problem 
conference New York, N. Y., Feb. 17-19, 1943. 





q Texas Water Works Short School will be held, College Station, Tex., Feb., 1943. 





¥ Pennsylvania State Association of Boroughs will hold meeting, Feb., 1943. 





¥ American Gas Association Jadusiviel and Commercial Gas Conference will be held, 
Detroit, Mich., Mar. 11, 12, 





4 American Water Works Association, Canadian Section, will hold convention, Hamil- 
ton, Ont., Canada, Apr. 7-9, 1943. 








4 Midwest Power Conference will be held, Chicago, Ill., Apr. 9, 10, 1943. 





@ FEBRUARY y 





Lr ete aw Association will hold annual business meeting, Chicago, Ill., Apr. 
20, 





¥ United States Independent | Telephone Association will hold executives’ spring con- 
ference, Chicago, Ill., Apr. 22, 23, 1943. 











er ge A age iation of Public Utilities will hold session, Excelsior Srings, Mo., 
Apr. 23, 24, 1943. 
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Courtesy, The Allied Artists of America 


Landscape with Gas Tanks 
And Freight Cars 


From a painting by 
NATALIE ARRAS TEPPER 


From Elsie Hafner, N. Y. 
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Our Public Utilities 
In a Free Enterprise System 


Factors which make the survival of such a system possible con- 

sidered by the author who says that the main criterion of the 

success of free enterprise in the future as in the past will be 

its ability to sustain reasonably full employment depending upon 

the free flow of savings into private industry, a matter in which 

the utilities and railroads will occupy a position of dominating 
importance. 


By FERGUS J. 


UR public service industries in 
() the past have formed a very 

important segment of our free 
enterprise system and their survival in 
anything resembling their present form 
is completely bound up with the future 
bf that system. In case of a shift into 
some alternative type of economic 
Arrangement, for example, some form 
bf state capitalism or its alter ego, state 
socialism, the utilities would be among 
he first to feel the impact. It is, I be- 
ieve, necessary to face the fact that 


McDIARMID 


the free enterprise system of private 
capitalism as we have known it in the 
past now exists in but few parts of the 
world. In our own country where its 
roots had been very deep it has become 
increasingly inoperative as we have 
progressed into a war economy. In cer- 
tain major countries where it had 
formerly played an important part, this 
system had passed out of existence be- 
fore the present war, and in other coun- 
tries, not excluding our own, it had 
been increasingly on the defensive. 
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Will the free enterprise system be 
successfully and permanently revived 
after the present struggle in those parts 
of the world, including our own coun- 
try, where it formerly held sway? Of 
one thing, I think, we can be certain; 
this system will not perish in America 
for lack of lip service to it. Also its 
fate will not be settled by the mouth- 
ings of demagogues or the conscious 
planning of bureaucrats. It will be de- 
cided by conditions favorable to its 
operation or otherwise. What were the 
conditions which formerly made for 
the successful operation of the free en- 
terprise system? What set of factors 
has tended to undermine this system 
in recent years? What conditions will 
likely be necessary for its successful 
operation in the future? Finally, what 
part can our public service industries 
play to aid the successful working of 
this system of economy? 


os understand the present and ap- 
praise the future, one must know 
something of the past. And in the eyes 
of the historian our system of private 
capitalism is a comparatively modern 
thing, not over two centuries old. In 
historical sequence it is the successor 
of feudalism. It is first and foremost 
an Anglo-Saxon institution, having 
been first developed and attained its 
broadest and most general acceptance 
in the English-speaking countries. Its 
origin might be said to date from the 
beginning of large-scale industrial de- 
velopment in England in the eighteenth 
century. It has dominated the economic 
life of the American Republic during 
our entire history. Probably for this 
reason we have come to regard it as 
a universal system, permanent and un- 
changeable in its nature. The same at- 
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titude has existed, broadly speaking 
in the British dominions, with this dj 
ference—that due to a lack of local capi 
tal some large utility enterprises, in 
cluding railroads, had to be developed 
under government guaranties. In the 
political sphere the free enterprise sys 
tem has been paralleled by representa 
tive parliamentary government, usual 
ly through a 2-party system. 

However, in very broad and impor 
tant areas of the world what we havd 
come to know as private free enterprise 
capitalism has never struck very deep 
roots. In Germany, for example, fev, 
dalism lingered long and large-scale in 
dustrialization did not take place till 
after the Franco-Prussian War of 
1870. Thereafter development was 
swift, but since the country was short 
of capital resources, industry had to 
lean heavily on the banks and on the 
government. Indeed, large-scale Ger 
man industry has been largely con 
trolled and directed by a partnership 
of the banks and the military authori 
ties, a fact which probably helps to ac 
count for the very great efficiency 0 
that industry for war making. The Ger 
man railway system was developed bj 
the state as were many other publi 
service enterprises. 


n Russia, even under the Czarist té- 
gime, free enterprise capitalism, 3 
we know it, did not develop to any com 
siderable extent. Feudalism lingereda 
most down to the present century. 
Many leading industries, including tht 
railroads, were state monopolies, an 
the economic life of the country wa 
pretty fully dominated by the state. Ut 
der the Soviet régime all semblance 0! 
private capitalism was wiped out. I 
Japan the feudalism which had long 
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prevailed in the political and economic 
spheres simply extended its sway over 
newly created industry. The facade of 
parliamentary democracy which for- 
merly helped to fool outsiders regard- 
ing that country has now been largely 
torn down. 

In France the free enterprise system 
achieved a sounder foothold than in 
these other countries. Nevertheless it 
did not achieve the prestige which it 
did in the English-speaking world. For 
one thing France’s greatest relative 
power and prestige in the world was 
attained in an earlier period under a 
different system. For another, indus- 
trialization came rather slowly in 
France, and it did not attain the rela- 
tive importance it did elsewhere. As 
late as 1848 the number of steam en- 
gines in use by French industry was 
only a small fraction of those in use 
in England in spite of the smaller 
population in the latter country. 

Viewed in the light of history, it 
would seem that the free enterprise 
capitalistic system achieved its great- 
est and most unquestioned prestige in 
the period just prior to World War I. 
This was at the conclusion of a cen- 
tury of comparative peace and very 
great material progress which had been 
most striking in the English-speaking 
countries where this system had been 
given fullest play and had attained its 
maximum development. It is not sur- 


e 


prising, therefore, that at the end of 
that war the cry in both America and 
Britain was “back to normalcy” in 
order that the march of progress which 
had been interrupted by the war might 
be resumed. That “normalcy,” mean- 
ing the conditions of the pre-1941 
world, was not reattained was a source 
of widespread disappointment and dis- 
illusionment. 


gene the matter as objectively 
as possible it must be admitted that 
private enterprise capitalism declined 
sharply in public esteem in the period 
between the wars. In a number of im- 
portant countries, including Germany, 
Italy, Japan, and Russia, it was very 
largely superseded by other types of 
economic systems in which the central 
governments played a dominant part. 
In France the old economic and po- 
litical systems became sick unto death. 
In the Anglo-Saxon countries free en- 
terprise continued to exist, but under 
increasing bureaucratic control and 
supervision, and without the almost 
universal and very enthusiastic popul@ 
support of the earlier period. 

What may we expect in the periag. 
following World War II? For one 
thing, there is likely to be no great 
popular demand for a return to “nor- 
malcy,” if by this is meant a return to 
the conditions of the 1930’s. To too 
many people this would mean a return 


penditures of the électric utility industry averaged $618,- 


C:.: the five years ending with 1941 new construction ex- 


000,000 annually. ;Such expenditures by the gas industry 
averaged $91,000,000 annually in that period. The Bell sys- 
tem, representing about 80 per cent of the telephone indus- 
try, spent $420,000,000 on new construction in 1941, and 
$290,000,000 in 1940, a more normal year.” 
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to large-scale unemployment. Also we 
are now being given a convincing 
demonstration of the enormous pro- 
ductivity of our industrial system 
when that system is encouraged to op- 
erate on an all-out basis. A great many 
people are now asking why similar pro- 
ductivity and resulting full employ- 
ment cannot prevail in time of peace. 
They are likely to be resentful of 
such curbs on potential productivity 
and employment as may be imposed in 
future through the operation of any 
economic system. For in the eyes of 
the masses, large-scale unemployment 
in the future is likely to prove a really 
intolerable thing. If a choice has to be 
made between a so-called free enter- 
prise system accompanied by heavy, 
cyclical unemployment and some form 
of state capitalism which promises full 
employment there can be little doubt 
where the choice will rest. At the same 
time we will do well to bear in mind 
that, in economic matters, Americans 
are essentially a conservative people. 
The great majority of them would pre- 
fer no doubt to see free enterprise 
capitalism continue after the war pro- 
wided private industry can do a satis- 
factory job of making employment. 


Bape we now put our finger on some 
of the factors which have served 
to undermine the free enterprise sys- 
tem in the world? In the first place, we 
are now having a convincing demon- 
stration that in modern total war or 
even in the preparation for such war 
really free private enterprise largely 
ceases to exist. Modern war demands 
pretty complete dominance by the cen- 
tral government of the economic life 
by the state. It requires the channeling 
of a very large part of the total na- 
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tional production to meet the needs of 
that government. A modern fortress 
economy and a free enterprise system 
are therefore mutually incompatible. 

Looking back, we are now able to 
see that the century between Waterloo 
and the outbreak of World War I, in 
which the private enterprise system 
attained its greatest growth and most 
universal sway, was above all a century 
of relative peace. For the revival and 
continued health of this system any- 
where in the world after this war, the 
reéstablishment of some system of 
world security seems essential. Peace 
must be organized and enforced by 
those who have the power to do so. 
Very likely, in the world as it now ex- 
ists, this will be beyond the strength or 
ambition of any single nation. There- 
fore, some workable system of collec: 
tive security will have to be established 
if all talk about the future of the pri- 
vate enterprise system, even in Amer 
ica, is not destined to be quite without 
meaning. 


NOTHER set of circumstances which 
have served to undermine and dis 
credit the free enterprise system ha 
been the tendency of producer interest 
to combine and organize for the con- 
trol of markets and prices. As ont 
writer? has expressed it, the solution 
to our economic ills, the chief of whieh 
has been mass unemployment, has beet 
sought from the point of view of tht 
producer rather than that of the cot 
sumer, and the results have not bet 
satisfactory. We are all familiar with 
the activities of the farm and labor 
blocs and as members of the great mas 
of consumers we increasingly fear atl 


1 Edward Hallett Carr in his book—“Cont 
tions of Peace.” 
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Average Value of Electric Household Appliances 


GCYN the years 1937 to 1941 the average value of electric house- 
hold appliances manufactured annually was $417,000,000 

and this must be only a fraction of the total of subsidiary investment 

to which the utility industry gives rise. Indeed, one is struck with 

the thought that low and highly promotional electric rates can be a 
very powerful stimulant to the free enterprise system.” 





resent machinations of such economic 
pressure groups. And today we have 
the notorious silver scandal wherein a 
small group of producers use the ma- 
chinery of government to hold the na- 
tion to ransom even at the expense of 
slowing down the war effort. We be- 
sgin to feel that an economic system in 
which such producer interests play a 
dominant and harmful role is not a free 
enterprise system at all but a type of 
industrial feudalism for which as con- 
sumers we can hold little liking. 

And while we are on the subject of 
organized producer interests which 
have tended to retard the operation of 
the free enterprise system, let us not 
fail to include certain labor unions. 

‘M@lheir influence has been particularly 
felt in the building industry which 


held for employment and investment in 

ecountry. It is, at least, in part due 
0 restrictive and archaic regulations 
and methods enforced by union pres- 
sure which has kept modern and un- 


subsidized housing beyond the reach of 
a large segment of our population. 
Compare this with the showing of the 
automobile industry where such influ- 
ences have in the past been at a mini- 
mum. Obviously, if the free enterprise 
system is to make its best possible 
showing in future, such obstacles to its 
successful operation must be removed. 

It was no coincidence that the pe- 
riod between World Wars I and 
II, which saw the free enterprise 
system deteriorate and disappear en- 
tirely in some parts of the world, also 
saw the rise, on an unprecedented scale, 
of tariffs, quotas, and other barriers to 
trade. Here again was an attempt to 
tackle economic problems solely from a 
producer point of view and with de- 
plorable results. Many economists 
feel that this form of economic war- 
fare had a good deal to do with pav- 
ing the way for World War II. Some 
of the most industrious and highly de- 
veloped peoples of the world live in 
thickly populated areas which are rela- 
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tively deficient in raw materials. If 
these people are denied the opportu- 
nity to obtain these materials through 
the peaceful channels of trade, they 
may be expected to obtain them through 
violence or attempt to do so. There- 
fore, a world in which trade is throt- 
tled through barriers erected in the al- 
leged interest of domestic producers 
cannot for long be a peaceful world. 
And a world at war or preparing for 
war is, as I have said before, not one 
in which free private enterprise can 
hope to operate. 


| enone prime requisite to the op- 
eration of a free enterprise sys- 
tem is a reasonably stable monetary 
system. In order that people may be 
willing to save and invest (without 
which such a system cannot function) 
they must have reasonable assurance 
that the currency units which they cur- 
rently put aside will bear a reasonable 
relationship in purchasing power to 
those which they hope to receive later 
on. We may note that the period of 
greatest prosperity of free enterprise 
occurred in a period when the principal 
commercial countries of the world had 
reasonably stable currencies. After 
those currencies were wrecked by se- 
vere inflation the free enterprise sys- 
tem did not long survive. The debase- 
ment of a currency normally results in 
the ruination of the middle class. And 
there is no historical precedent for a 
system of free enterprise existing with- 
out a large and healthy middle class to 
support it. The two have always gone 
together. 

Let us therefore take note of this 
fact in our war financing. Just now we 
are not doing any too well in this re- 
gard. Soon, according to present indi- 
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cations, our government may be rais- 
ing about half of its revenue require. 
ments by the selling of bonds to banks 
which is as inflationary as the printing 
of greenbacks. If as a result of the con- 
tinuance of this policy the value of our 
currency is seriously impaired, the 
basis for reéstablishing a free enter- 
prise system after the war will be badly 
weakened. 


A previously noted, an essential 
part of the operation of a free 
enterprise system is the flow of savings 
into investment. Such a flow of new 
investment capital into productive en- 
terprise is the life stream of private 
capitalism. When the savings of our 
people have been fully invested we 
have had full employment and maxi- 
mum production of wealth. When, 
however, these savings have stagnated 
in idle pools, mass unemployment has 
resulted. It has been estimated that the 
total volume of savings which in nor- 
mal times must be invested annually in 
this country, both for new plant and 
replacement of old, in order to pro- 
duce full employment, is between 2) 
and 25 billion dollars. 

There are two main types of invest: 
ment, those which are expected to pay 
their way and earn a rate of return and 
those which are not. In the former 
class fall all so-called private invest 
ments as well as various types of pub- 
licly owned utility enterprises whid 
are expected to be fully self-support 
ing. In the latter group are a wide ve 
riety of public works, including roads 
parks, schools, subsidized housing, 
hospitals, and, most important of al 
in these times, the instruments of wat. 
These are types of investment which 
can only be made by the state. Excep! 
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for the last, they are both necessary 
and desirable and they yield non- 
monetary returns in the form of in- 
creased public health and well-being. 
In the future there can be little doubt 
that they will form a sizable part of 
the total of all investments. For we 
now seem to be entering a period when 
it is considered the duty of the state 
to see that all citizens achieve a certain 
minimum of physical well-being, in- 
duding the elements of housing, food, 


and medical care. 
Howe if too large a part of the 
the community’s savings is in- 
vested in forms that yield no monetary 
return there will be trouble. A man 
who has saved for his old age cannot 
live on the magnificence of a new post 
office or the smooth curves of a super 
highway. If our standard of material 
living is to maintain its steady rise it is 
essential that as much as possible of the 
community’s savings should be invest- 
ed in forms that will yield a tangible 
and material return—and that is a type 
of investment that any state short of 
the totalitarian has difficulty in mak- 
ing. Totalitarianism is indeed the ul- 
timate end of a public works policy 
which includes within its scope an ever- 
increasing portion of the community's 
economic life. 
We should bear in mind that large- 
scale state financing of investment, by 
adding constantly to the national debt, 


7 


q 


threatens the stability of the monetary 
system. Also a gradual spreading of 
state control, by way of capital invest- 
ment, into every corner of the eco- 
nomic system puts the whole com- 
munity at the mercy of any adventurer 
who can capture the political machine. 

Therefore in order that our free en- 
terprise system of economy as well as 
our system of political democracy may 
survive it seems essential that the dom- 
inant portion of the national savings 
should in future find employment in 
fields which are self-supporting and 
unconnected with the national treas- 
ury. In the recent past the utility in- 
dustry, especially if we include in this 
industry the railroads, has formed a 
large segment of this self-supporting 
investment field. Indeed with respect 
to making the free enterprise system 
work this group of industries is of the 


utmost importance. 
I" the five years ending with 1941 
new construction expenditures of 
the electric utility industry averaged 
$618,000,000 annually. Such expendi- 
tures by the gas industry averaged 
$91,000,000 annually in that period. 
The Bell system, representing about 
80 per cent of the telephone industry, 
spent $420,000,000 on new construc- 
tion in 1941, and $290,000,000 in 
1940, a more normal year. If we were 
to add in the investment of other sec- 
tions of the industry, including water 


“In the electric utility industry, instances where needed 
capital additions and improvements were unduly delayed 
prior to the present war emergency were no doubt quite rare. 
One can point to only a few cases where the installation in 
new generating equipment was put off longer than was de- 
sirable from a purely technical point of view.” 
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and local transportation, which do not 
seem to be specifically available, there 
can be little doubt that the whole util- 
ity industry has been investing at the 
rate of well over a billion dollars an- 
nually in recent years. 

The railroads have probably been 
investing an approximately equal 
amount. Together with the utilities 
they have been accounting for about 
one-tenth of the volume of investment 
which has been calculated as necessary 
to achieve full employment in this 
country. 

Nor is this the industry’s sole con- 
tribution toward full employment. In 
the years 1937 to 1941 the average 
value of electric household appliances 
manufactured annually was $417,000,- 
000 and this must be only a fraction of 
the total of subsidiary investment to 
which the utility industry gives rise. 
Indeed, one is struck with the thought 
that low and highly promotional elec- 
tric rates can be a very powerful 
stimulant to the free enterprise system. 
The enlarged power consumption to 
which they give rise makes necessary 
greater capital investment on the part 
of the utilities in the form of more tur- 
bines, larger transformers, etc. And 
they also stimulate greater investment 
on the part of the consumers, particu- 
larly in appliances of the more sub- 
stantial type. Therefore, an electric 
utility which sells an average of 2,000 
kilowatt hours a year to its domestic 
customers at a 2-cent average rate is 
doing a much better job of supporting 
the free enterprise system than one 
which sells on the average 700 kilo- 
watt hours at a 44-cent rate. 


O NE cannot be entirely satisfied 
with the rate at which these public 
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service industries as a group have bee: 
able to convert savings into invested 
capital in recent years. Take the rai. 
roads for example: Their equipment 
has on the whole shown a decided 
tendency to lag behind the latest ad- 
vances in engineering science; this 
notwithstanding the introduction of a 
limited number of streamline trains, 
The results of a study of the age of the 
equipment of seven of our leading rail- 
road systems makes this clear. The 
financial strength of these roads varies 
from “triple A” to bankruptcy and 
they cover the country from coast to 
coast. There is no reason to believe 
that they are not representative of al 
our railroads. 

Fully 93 per cent of the locomotives 
owned by these seven roads at the end 
of 1941 were over eleven yearsold, over 
two-thirds of them were over twenty: 
one years old. Only 7 per cent were 
under twelve years old. In the case of 
one particular road only 2 per cent of 
its locomotives were under that age 
When one considers the very great in- 
provements made in railway motive 
power in the years since 1930, includ 
ing the introduction of the Diesel ele: 
tric drive, these figures are quite dis 
appointing. And for passenger equip 
ment the data are about the same. Only 
8 per cent of the passenger cars owned 
by these seven roads at the end of 1941 
were under twelve years old, and hal 
of them were over twenty-one yearsolA 


O F the total units of rolling stock 
owned including locomotives and 
passenger and freight equipment, 
per cent were over twelve years old. Of 
all such units only one per cent werebuil 
in the five critical years from 1931 til 
1935 during which the flow of saving 
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Railroad Traffic Loss 


‘ TT traffic of the railroads has suffered from the inroads of trucks, 
pipe lines, ships, aircraft, and the private automobile, and as a 

result their existing equipment tended to become redundant. No doubt 

a considerable part of this traffic loss was inevitable. However, there is 

reason to believe that some of it could have been avoided if the railroads 
had modernized their equipment and service in time.” 





into investment was at a low ebb and 
the prestige of private capitalism suf- 
fered greatly. In 1933, a year of crisis 
for the free enterprise system, just 14 
new locomotives of all sorts were built 
in this country. 

Nor have the railroads been the only 
one of the public service industries in 
which the flow of savings into invest- 
ment has been less than might have 
been the case. We are all familiar with 
local transportation systems which 
continued to operate ancient and de- 
crepit street cars long after much more 
modern equipment was available. Even 
in the nation’s second city, Chicago, 
the equipment on which the people rely 
for mass transportation on the elevated 
lines and on most of the surface street 
car lines is on the whole about thirty 
years out of date. The enthusiasm with 
which really up-to-date public trans- 
portation equipment has been received 
when it has been made available has 


indicated that in many cases its intro- 
duction was long overdue. 

In the electric utility industry, in- 
stances where needed capital additions 
and improvements were unduly de- 
layed prior to the present war emer- 
gency were no doubt quite rare. One 
can point to only a few cases where the 
installation of new generating equip- 
ment was put off longer than was de- 
sirable from a purely technical point of 
view. The writer knows of a few 
isolated instances in which improve- 
ments to small water systems were de- 
layed to a point where the health of 
people served has been threatened. 
Such instances, however, have been by 
no means representative of the indus- 


try. 


HE reasons for constriction in the 
flow of savings into investment in 
some of the public service industries 
have been varied and also interrelated. 
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Some will point to the effects of com- 
petition. The traffic of the railroads 
has suffered from the inroads of 
trucks, pipe lines, ships, aircraft, and 
the private automobile, and as a result 
their existing equipment tended to be- 
come redundant. No doubt a consid- 
erable part of this traffic loss was in- 
evitable. However, there is reason to 
believe that some of it could have been 
avoided if the railroads had modern- 
ized their equipment and service in 
time. The limited number of stream- 
lined trains introduced proved quite 
profitable and popular even before the 
war-time rail transportation boom. Cer- 
tainly the failure to invest is an evil 
which feeds upon itself. A continuous 
flow of new capital investment is es- 
sential for the health and well-being of 
any industry. 

An important part of the trouble 
has no doubt been of a financial nature 
and with this matter I would like to 
deal in some detail. It has long been 
the custom for important divisions of 
American industry, including the rail- 
roads, to do their financing along cer- 
tain rather highly standardized lines. 
Their capital structures have normally 
consisted of a rather heavy layer of 
more or less permanent debt, for the 
amortization of which there was little 
or no provision, followed by layers of 
junior securities. 

Such a set-up may work satisfac- 
torily as long as an industry is healthy 
and growing and before any propor- 
tionately very large replacements of 
existing equipment become necessary. 
New capital requirements may then be 
met by the sale of more bonds or stocks 
or out of depreciation accruals. How- 
ever, let earnings start to slip and the 
sale of equity securities speedily be- 
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comes impossible. It may still remain 
possible for a time to raise capital from 
outside by the sale of senior securities 
on increasingly onerous terms. This in 
brief is what happened to the railroads 
after about the year 1910. 


I“ the meantime the obsolescence of 
existing equipment, together with 
the failure to retire bonds sold to 
finance that equipment, is likely to 
leave the industry with a burden of 
dead debt. Bonds sold many years ago 
to finance the construction of railroad 
branch lines have continued to drain 
earnings long after such lines have 
ceased to have much economic useful- 
ness. Other bonds sold to finance 
street-car lines remain outstanding 
long after the tracks are torn up and in 
some instances are supported by the 
earnings of electric utilities which this 
old debt had little or nothing to do with 
creating. 

From the point of view of the work- 
ing of a free enterprise system the 
main objection to such an overburden 
of dead or dying debt is that it ob- 
structs the flow of new capital into an 
industry. It greatly restricts the abil 
ity of that industry to turn savings into 
investments, a process which is quite 
essential for the operation of private 
enterprise capitalism. No one is going 
to invest in either the stocks or bonds 
of an industry that is up to its ears in 
debt if, in addition, it appears tha 
much of the physical plant is in need of 
replacement—at least not unless his it- 
vestment may be made a clear-cut firs! 
claim upon earnings. This latter 1 
quirement will usually involve the 
painful process of bankruptcy. 

We will also do well to bear in mind 
that all permanent debt, if it remaits 


78 





OUR PUBLIC UTILITIES IN A FREE ENTERPRISE SYSTEM 


outstanding long enough, is likely to 
become dead debt. And a 30-year bond 
with little provision for amortization, 
such aS is commonly issued by our 
private utilities, is in the nature of 
permanent debt since it looks toward 
renewal at the end of its term. 

or these reasons one cannot feel too 
F sure that the usual method of util- 
ity and rail finance in this country is 
best suited to stimulate the flow of in- 
vestment into these industries, espe- 
cially when such a flow is badly need- 
ed to revitalize an industry. Are there 
any alternative methods of finance? 
One such alternative is the method of 
serial bond finance commonly employed 
by municipally operated utilities. This 
method possesses certain notable ad- 
vantages. By constantly reducing its 
bonded debt, which is its only form of 
outstanding capital, such a utility puts 
itself in a position to incur more debt 
when this becomes necessary or desir- 
able to raise capital. 

For example, take the case of a 30- 
year serial bond issue bearing 3 per 
cent interest and serviced by semi- 
annual payments sufficient to take care 
of both interest and complete retire- 
ment of principal in the 30-year period. 
Under such a set-up 11 per cent of the 
principal would be retired at the end 


q 


e 


of five years, 24 per cent at the end of 
ten years, 39 per cent after fifteen 
years, and 54 per cent after twenty 
years. And the over-all cost of both in- 
terest and bond retirement amounts to 
just 5.08 per cent of the original 
amount of the bonds. 

This brings us directly to the matter 
of cost of financing. It is a widely ac- 
cepted theory that public utility enter- 
prises should be permitted to earn 
enough to pay a fair return on capital 
already invested and to attract addi- 
tional capital as this is needed. Also it 
seems reasonable to expect that the 
utilities will raise needed capital in the 
miost economically possible way. For a 
number of years now an over-all re- 
turn of 6 per cent or thereabouts has 
been considered reasonable. This rate 
presumably does not contain any allow- 
ance for the retirement of outstanding 
capital. Apparently it has been rea- 
soned that while debt capital could be 
raised at a rate very materially under 
6 per cent (many utilities have sold 
bonds on less than a 3 per cent basis), 
the cost of equity capital was high 
enough to require a 6 per cent over-all 


rate of return. 

que this so-called classical theory 
of utility finance was evolved a 

number of factors have intervened in 


“IN times gone by the main market for stocks, utility stocks 
included, was well-to-do individuals who were of a mind to 
take a chance. Financial institutions such as life insurance 


companies which have figured so largely in bond financing 
are not usually buyers of stocks. The new income taxes are 
going to cut deeply into the savings of those who are normal- 
ly buyers of stocks, and based on past experience in such 
matters these taxes will probably not soon return to their 


prewar levels.” 
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RATES OF RETURN ON ORIGINAL AMOUNT OF ISSUE 
REQUIRED TO PAY INTEREST AND PRINCIPAL 
ON SERIAL BONDS 


Period to 
Final Maturity 
20 years 
30 years 
40 years 


24% 


ae moaateae 3.97 


our economy. Most important of these 
has been the advent of low money rates, 
the maintenance of which has become 
an established part of government 
policy. Considering the tremendous 
borrowing demands of war finance and 
the huge refunding program in the 
years after the war, it seems reasonable 
to expect that every effort will be made 
to keep money rates at around present 
levels for as far as one can see into the 
future. These low money rates apply 
to bond financing but they do not apply 
to stock financing. The latter remains 
a quite expensive and _ uncertain 
proposition. 

In times gone by the main market 
for stocks, utility stocks included, was 
well-to-do individuals who were of a 
mind to take a chance. Financial in- 
stitutions such as life insurance com- 
panies which have figured so largely in 
bond financing are not usually buyers 
of stocks. The new income taxes are 
going to cut deeply into the savings of 
those who are normally buyers of 
stocks, and based on past experience in 
such matters these taxes will probably 
not soon return to their prewar levels. 
Besides, it is hardly worth while to buy 
a stock to yield 6 per cent or even 8 per 
cent, assuming the risks inherent there- 
in, if two-thirds or three-quarters of 
this return goes to the tax collector. In 
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Rate of Interest on Bonds 


22% 3% Jo 34% 
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the future a larger proportion of say. 
ings than in the past will probably come 
from the middle income groups and 
from financial institutions, neither of 
which are normally buyers of stocks on 


a large scale. 
F2 these reasons, it seems to the 
writer that a utility organization 
which can finance itself entirely or 
largely by the sale of bonds will in the 
future be at a very great advantage 
over one which must raise a large part 
of its capital in the form of stock. This 
will be especially true if the bonds ma- 
ture serially. We may note that San 
Antonio was able to finance the pur- 
chase, at a very generous price, of its 
electric and gas utilities by means of 
serial revenue bonds bearing an aver- 
age interest rate of less than 23 per 
cent. Other municipalities have done 
even better. It is true that these bonds 
enjoyed tax-free status but many were 
bought by financial institutions to 
whom the tax-exempt feature means 
little. Also these were revenue bonds 
not backed by the general credit of the 
issuer and subject to all the risks of 
functional obsolescence attending util 
ity securities in general. It seems 
likely that if these bonds had been 
fully taxable they could have been sold 
to yield not a great deal more than was 


4.31 
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actually the case, probably within half 
of one per cent of U. S. government 
bonds of similar maturity. 

The accompanying table gives an ac- 
curate idea of the cost of serial bond 
fnancing. It expresses the over-all 
rate of return which must be earned 
assuming various interest rates and 
various periods of serial repayment. 
For example, an issue of 3 per cent 
bonds maturing over thirty years could 
be completely serviced by an annual 
amount equal to 5.08 per cent of the 
total original issue. If the financing 
could be done on a 23 per cent over-all 
basis and maturities spread over forty 
years, the annual charge would be re- 
duced to 4.14 per cent of the original 
amount of bonds. 

The public utility industry, because 
of its relatively stable earnings and 
monopolistic position, is one of the few 
industries to which this serial bond 
financing is suitable. However, the 
writer is not in a position to suggest 
the exact manner in which it could be 
used in greater degree by private utili- 
ties in place of term bond and stock 
financing. Undoubtedly, serious diffi- 
culties stand in the way. It is merely 
suggested that this method of financ- 
ing holds certain advantages over the 
more rigid and static capital structures 
now commonly employed. In the long 
run, it is likely to prove cheaper. Also 
by the rather rapid retirement of capi- 
tal obligations, it puts an industry in a 
better position to finance new invest- 
ment which is necessary for the sur- 
vival of our free enterprise system. 


ND now to summarize: I have tried 
to point out that free enterprise 
private capitalism has never been a uni- 
versal world economic system and its 
prestige, always greatest inthe English- 
speaking countries, has been declining 
relatively since World War I. For the 
revival of this system after World War 
II some system of collective security 
to insure a peaceful world seems es- 
sential. And for this in turn greater 
freedom of trade between nations to- 
gether with stable currencies are prime 
requisites. Also we must bear in mind 
that free enterprise involves free com- 
petition, and combinations of producer 
pressure blocs, to control prices and re- 
strain production, are likely to under- 
mine the private enterprise system by 
raising demands on the part of the 
mass of consumers for intervention by 
the state. 

The main criterion of the success of 
the free enterprise system in future as 
in the past will be its ability to sustain 
reasonably full employment. This in 
turn will depend upon the free flow of 
savings into investment in private in- 
dustry. 

In this matter the public utilities and 
railroads occupy a position of domi- 
nant importance. In the past rigid 
capital structures, including a heavy 
proportion of permanent debt, have im- 
posed obstacles to the free flow of sav- 
ings into some of these industries. As 
at least a partial remedy for this sort 
of thing in the future I have suggested 
the greater use of serially maturing 


bonds. 





I we would preserve private enterprise, if we would preserve the profit 
system, we must now take the profit out of war.” 
—JAMEs F. ByrNngs, 


Director of Economic Stabilization. 
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Public Power and the War Cloak 


The author discusses and analyzes the latest activ- 
ities of the government ownership advocates in spite 
of the reprimand of the voters last November. 


By HERBERT COREY 


SCENE: a street in Naples. 

T1ME: before everyone went loco. 
DRAMATIS PERSONAE: Chauncey Snow 
of the U. S. Chamber of Commerce, and 
Charles H. Bunting, manufacturer of 
Columbus, Ohio; an unidentified house- 
wife in a fifth-story window; a goat- 
herd; a herd of goats. 


M® Snow: “List. A ‘peep, peep’ 


falls musically on my ear.” 

Mr. Bunting: ““Hah! ’Tis the whist- 
ling housewife in yonder casement.” 

The housewife lowers a bottle on a 
string. The goatherd milks a she-geat 
into the bottle and peeps his signal. The 
housewife pulls up the bottle. Mr. 
Bunting addresses Mr. Snow: 

“You know,” he said, “that is a most 
inefficient way of handling that situa- 
tion. The woman should have hauled 
up the goat.” 

This story came to mind during a re- 
cent consideration of the operations of 
and on the public power bloc. In the old, 
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calm, conservative days the public 
played the part of the housewife in 
the window, and the utilities doubled 
as both the herder and the goat. The 
vital essence was bottled and pulled up 
on a string. It was no doubt a process 
that had its faults. Neither the house- 
wife, the herder, or the goat could have 
been completely satisfied. As time went 
on installations were improved, rates 
were lowered, service was bettered un- 
til every home within a reasonable 
radius could have a telephone and then 
electric lights and refrigerators and 
vacuum cleaners and automatic heat- 
ers and the innumerable other gadgets 
that added to its pleasures. Then the 
public power bloc went into action and 
began to pull the goat up to the fifth- 
story window. 


F late the formerly quiescent on- 
lookers—the Mr. Snow and Mr. 
Bunting of the parable—have begun 
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to show doubts about this form of po- 
litical mechanics. They seem to think 
itis not efficient, after all. In Nebraska 
farms are flooded and the power that 
was promised seems not to have been 
enough to keep everyone happy. So 
Senator George W. Norris, a good old 
man, sincere and earnest and fine, was 
knocked out of the U. S. Senate. Even 
those who think that Senator Norris’ 
theories of economics are not far short 
of ridiculous bear witness that he be- 
lieves in them and that if you agree 
with him he is kind. Down in the Ar- 
kansas river country Clyde Eliis cam- 
paigned vigorously before the prima- 
ries. This writer never had the pleasure 
of listening to Mr. Ellis, but he is in- 
formed that Mr. Ellis is an easy ora- 
torical sweater for public ownership. 
They say that some of the echoes of 
his speeches are still booming around 
the Arkansas valley. But he lost. Sena- 
tor “Josh” Lee did not hurt himself 
with the Oklahoma electorate when he 
sought to keep the demon rum away 
from Army camps. 

Oklahoma has been in the habit of 
voting dry for a long time. It is true 
that some of the drinks one can buv 
in Oklahoma must be made fresh and 
fresh each day, because they burn the 
bottoms out of glass bottles in four 
hours. In a recent rodeo contest in Ok- 
lahoma a champion rider took one 
teentsie drag out of a bottle of Okla- 
homa’s Bonded Best and then threw 
his horse clear out of the arena. These 
facts are offered merely as evidence 
that Senator Lee’s prohibitive purity 
did him no harm. But an idea had be- 
come prevalent that publicly owned 
power usually takes money out of the 
taxpayer’s pocket instead of flowing 
it in, and Mr. Lee was added to the 


Book of Martyrs. Among others who 
found themselves under the teeth of 
the harrow was Clarence Dill in Wash- 
ington. Mr. Dill was scared by a utility 
when he was very young and has 
ripped into every one he has seen ever 
since; Mr. Dill was entitled to a seat 
in the lower house on his record, if 
the voters of Washington were still 
concerned about continuing to put pow- 
er into politics. But it seems they were 
not. The bitter tale might be extended. 


T should be noted, however, that any- 

one who thinks that the public pow- 
er bloc will slacken its efforts is mis- 
taken. They have made the Tennessee 
valley reasonably happy for the Lilien- 
thal man—Senator McKellar being an 
exception—and they would go on to 
do the same to the rest of us. The mem- 
bers of the public power bloc are al- 
lergic to red. They cannot see it. It may 
shine on the off-side of the ledger like 
a Pennsylvania barn and it only seems 
to the bloc an evidence that good has 
been conferred on someone some- 
where. And for a long time a majority 
of voters in the affected areas agreed 
with them. The strength and the weak- 
ness of the public power bloc is that 
all the rest of us are human. If we are 
tickled we titter. If an evangelist comes 
along and says: 

“Vote for this and I’ll put money 
in your pocket—” 

That’s the way we vote. TVA had 
an angel on every street corner, robed 
in white samite and carrying a horn 
of plenty so big he had to rest it on his 
shoulder. As long as the goodies poured 
out of that horn the valley was con- 
tent by a count of noses. Money was 
being spent. Farms were being bought. 
Roads were being built. Figures were 
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produced before Congress to the effect 
that TVA could not live through the 
winter if it were forced to obey the 
economic laws which privately owned 
utilities must obey or bust. The Con- 
gressmen went out to the cloakroom 
and told each other dream stories. May- 
be you’ve heard the latest dream story, 
of the London lady of quality who 
joined the WAAC’s. After a time she 
went home on leave and the maid drew 
her a hot bath and she dined before 
the fire on a tray of sandwiches and 
champagne and by and by she put on 
her filmy nightgown and sank to sleep 
in her luxurious bed. She dreamed that 
a tall, dark, sinister stranger entered 
her bedroom and snatched her out of 
bed and carried her to the street and 
put her in a swanky Rolls-Royce and 
drove away. After a time he stopped 
the car and turned to her and with one 
brutal blow snatched off her flimsy 
gown. 

“Oh, Heaven,” she moaned. ‘What 
are you going to do with me?” 

“How the heck do I know,”’ he said. 


“This is your dream.” 
b  abionee in other states are not as 
pleased now with TVA as is the 
valley. 
A tide of taxes is rising. We 
will all pay, and cheerfully, for the 
cost of the war, but conditions may 


q 


e 


compel us to shave down some of the 
other costs which we have been pay- 
ing during the last few years. Some of 
the states are trying to pare their tax 
bills. The National Resources Commit- 
tee has made a plan for the betterment 
of everyone when the war comes to 
an end. George B. Galloway, one 
of the expert delvers into the future, 
informs me that there are about 200 
more or less well-financed organiza- 
tions busily planning, not to speak of 
fly-by-night groups that pass the hat 
when they need stamps. Not one of 
them seems to worry about the cost of 
the. unquestionably needed improve- 
ments in a rickety old world and most 
especially they do not fret about what 
the taxpayer will think about it. A large 
and bellowing group of planners in- 
sist that the only way in whick we can 
achieve post-war happiness is by ex- 
tending the operations of the govern- 
ment. The President recently suggested 
to Congress that after the war all trans- 
portation facilities might be placed un- 
der the control of a government bu- 
reau. 

The one thing that seems certain 
to some of the aggrieved is that if this 
issuing and spending of dollars con- 
tinues after the war the time w:!1 come 
when it will be worth about as much as 
a counterfeit paper lira. That’s infla- 
tion. 


“OKLAHOMA has been in the habit of voting dry for a long 
time. It is true that some of the drinks one can buy in Okla- 
homa must be made fresh and fresh each day, because they 


burn the bottoms out of glass bottles in four hours. In a 
recent rodeo contest in Oklahoma a champion rider took one 
teentsie drag out of a bottle of Oklahoma’s Bonded Best and 
then threw his horse clear out of the arena.” 
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tT seems advisable, therefore, to look 
for a moment into what is being 
done now by the power bloc, in spite 
of the reprimand by the voters last 
November. The Santee-Cooper project 
may be examined first, because it offers 
an almost perfect collection of the 
items to which the believers in private 
ownership object. One of these items 
is the fact that when it was first pro- 
posed there seemed to be no consider- 
able market for whatever power it 
might turn out. With no market San- 
tee-Cooper would be a money loser. 
The state was obliged to reckon, how- 
ever, with the promise that the Fed- 
eral government would spend millions 
on it, this being in the heyday of the 
public ownership movement, when any- 
one who had a spring in the back forty 
could get money from the government. 
Federal money meant the hiring ot 
men and the buying of supplies and 
Great Day in the Morning generally. 
The state was willing to take the mon- 
ey. This believer in human nature as-is 
could not be induced to chide. But the 
state did not propose to step into a 
trap. It consented to the borrowing of 
sums from the Federal government 
against an issue of revenue bonds, but 
it made plain by statute that it accepted 
no responsibility for the bonds. It did 
not underwrite them. It merely printed 
them. If the Federal government 
wished to give out money against them, 
that was the Federal government’s wel- 
come privilege. After all, if the bonds 
defaulted it was assumed that the Fed- 
eral taxpayer would pay. 
Let us look at the record, as Al Smith 
used to say. 


‘eh the basis of the latest available 
figures the total cost of the San- 


tee-Cooper project is in the neighbor- 
hood of $61,000,000. A matter of 
$642,000 might be added but will not 
be, because the writer is determined 
to put a better face on the project than 
he really believes he can. Of that, 
roughly speaking, the Federal govern- 
ment gave outright $39,500,000. It 
might be observed here that the Fed- 
eral government is made up entirely 
of you and me. It has no independent 
life of its own. When it gives away 
money it gives away your money and 
my money because we are its only res- 
ervoir of cash. It then loaned something 
like $21,500,000. If Santee-Cooper is 
able to sell cheap power to the vicinity 
it is because the actual investment is 
so small. The part given outright by 
you and me and the small businessman 
out in San Diego was loaned against 
revenue bonds issued by but not under- 
written by the state of South Carolina. 
If those bonds were over-the-counter 
offerings the prospective purchaser 
would at least have a second Icok. 

“The security,” he would say, “seems 
to be made up of hopes.” 

But it is a little more than that. Offi- 
cials of the Federal government on be- 
ing interrogated became a little frosty. 
They said that, of course, South Caro- 
fina would pay those bonds. The F.g. 
had loaned millions to other states, 
they said, and the other states either 
had paid or would pay up. They had 
no option. 

When the government bore down 
the state would be obliged to pay up, 
whether it wanted to or not. At this 
point a curious question in ethics seems 
to arise. Maybe it only seems. Ethics 
have been where you can find them 
during the last few years. But the inci- 
dent seems to simmer down tc this: 
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State Monopoly in South Carolina 


“_.. the voters of South Carolina and other states 
once burned their fingers on a state monopoly. In 
the effort to control the liquor business . . . the states 
set up the state dispensary systems. These systems 
soon became political monopolies as well as liquor 
monopolies, and the states had the dickens’ own 





time getting rid of them.” 





te state of South Carolina sold 
to the Federal government certain 
bonds of the value of which it thought 
so little that it openly and by statute 
declined to accept any responsibility 
for them. 

The Federal government accepted 
this refusal by the state government 
but loaned the taxpayers’ money on the 
theory that when the time came it could, 
if necessary, work some shenanigan to 
get the money out of South Carolina. 

When the Santee-Cooper got ready 
to operate it lacked customers. That 
had been foreseen by the legislators 
when they declined to underwrite those 
revenue bonds. But there are good, 
sound, privately owned utilities in the 
Santee-Cooper area which the public 
power bloc coveted. If these utilities 
could be bought or sandbagged then 
the Santee-Cooper could become a go- 
ing concern. It might pay off the mon- 
ey it owes. The PWA, which loaned 
the $26,000,000 on the revenue bonds, 
now announced that if the utilities were 
not taken over its revenue bonds would 
be jeopardized. It becomes apparent 
that this taking of the private proper- 
ties was the concealed security on which 
the PWA had counted when its offi- 
cials said that it could and would get 
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the money back from South Carolina. 
The owners of the stocks and bonds of 
the private utilities would be com- 
pelled to sell their properties to the 
Santee-Cooper. In this way a Federal- 
or-state monopoly would be created, 
the private utilities frozen out, and 
South Carolinian users of power would 
be in the hands of a more horrific oc- 
topus than Senator George W. Norris 
ever dreamed of in his most fright- 
ened moments. 


HERE are elements in this situation 

that will be passed over here be- 
cause space is lacking. There will 
be, for example, an appeal to the leg- 
islature backed by the power of a Fed- 
eral government that used to give away 
millions and would enjoy continuing 
the giving away, except that the neces- 
sity of providing for war needs is get- 
ting in the way. By the time this ap- 
pears in print the legislature may have 
met and passed on the case. The su- 
preme court of the state once refused 
to permit the Santee-Cooper to carry 
out a part of this plan of expansion 
and ultimate monopoly, on the legal 
ground that the authority is without 
power to do these things. It declined 
to consider one of the most extraor- 
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dinarily candid appeals made by any 
representative of the Federal side of 
the public power question since the first 
settler moved into the Tennessee val- 
ley. To quote only a few lines: 


The court will take judicial notice that 
one of the (New Deal) policies was and is 
the bringing of the business, manufacture, 
and sale of electric power into public own- 
ership . . . To assert in legislation in 1934 
that this was the purpose of a statute would 
have been folly .. . It was sought to evade 
the constitutional questions involved by de- 
claring a more generally accepted “public 
purpose” . . . to encompass within such legis- 
lation additional provisions to give effect to 
this new social policy. 

The opening wedge of a further plan 
to create Federal monopolies may now 
be seen in the LaFollette amendment, 
which will be considered later. At this 
point it should be observed that the 
voters of South Carolina and other 
states once burned their fingers on a 
state monopoly. In the effort to con- 
trol the liquor business—and it might 
be added that efforts are under way at 
this moment to find some method of 
reducing to order a liquor business 
which has again run wild in the South 
—the states set up the state dispensary 
systems. These systems soon became 
political monopolies as well as liquor 
monopolies, and the states had the 
dickens’ own time getting rid of them. 
It is difficult for the outsider to see 
how a state- or federally-controlled 
monopoly of electricity could avoid be- 
ing a political machine as soon as the 
monopolists began to name the first 
meter readers, 


fa return to the LaFollette amend- 
ment. 

If this becomes a part of the law 
structure it will make the formation 
of a political plus electrical monopoly 
so easy that a child could do it. First 


of all, it exempts from income taxes 
nonprofit public utility corporations. 
The corporation may be organized on 
the petition of no more than 10 per 
cent of the voters who might be served 
by the corporation’s facilities and in 
no event need the number of signatures 
exceed 10,000. It is then provided— 
please read this slowly—that officials 
cf the Federal, state, or local govern- 
ments shall make up a majority of the 
corporation’s board of directors. This 
is in obedience to the only law of na- 
ture in which the public ownershippers 
firmly believe, which is that only a gov- 
ernment official can be trusted. A citi- 
zen should wear a red hat if he wishes 
to escape being shot. 

The amendment suggests a new kind 
of nonprofit corporation. Profits may 
be made, but they must be used for 
payment of principal or indebtedness 
of the corporation. 

“When such indebtedness is finally 
liquidated, and that should not be a 
difficult task for a corporation which 
has become a nonincome-tax-paying 
monopoly, the corporation must turn 
the property over to 

“The United States, or any state, 
or any political subdivision, agency, or 
instrumentality of the United States, 
or of any state which may be author- 
ized by law to accept and operate such 
property for the benefit of the public.” 


S° that the Santee-Cooper, to return 
again to that interesting product 
of the gentlemen who, according to the 
pleaders of their own lawyers, as 
quoted above, wrote swindling words 
into a statute for the purpose of cheat- 
ing you and me and the small business- 
man in San Diego, after squeezing out 
the private utilities in its area, and be- 
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ing freed of income tax, and having 
been established by a gift of two-thirds 
of its investment, could in time pay 
off the loan made by the government. 
Then it could turn over the $61,000,- 
000 property to 

The United States, which thereby 
sets up a Federal monopoly in South 
Carolina; 

Or to the state of South Carolina; 

Or to the TVA; 

Or to Mr. Ickes’ Interior Depart- 
ment, or to the Federal Power Com- 
mission, or any other governmental 
agency authorized to accept it. But 
there is more to it. The obvious intent 
is to suggest a way for the ready trans- 
fer to public ownership of properties 
“disintegrated” by the SEC under the 
death-ray clause of the Holding Com- 
pany Act. Birmingham and Jefferson 
county, Alabama, have several times 
refused by vote to take any steps to- 
ward the purchase of certain privately 
owned properties ordered divested by 
the SEC from their present owners. 
Yet under this amendment the will of 
the majority could be defeated by a 
10 per cent minority of the voters 
served by these facilities, for a tax- 
exempt, so-called nonprofit corpora- 
tion could always outbid any contender 
for the property. 


HE sequence is that the govern- 
ment first gives away the money 


e 


of the taxpayers; then it loans more 
money on security that could never be 
accepted in the market; the property 
to which it has given and loaned proves 
to be nonprofit making; whereupon to 
protect its investment the Federal gov- 
ernment asserts the right to take away 
the property of private individuals. 
Just to sweeten the medicine to the 
private investor a way has been found 
by which his investment will cease to 
be so attractive to him. The President 
sent a letter to the secretaries of the 
War and Navy, to Admiral Land of 
the Maritime Commission, and to Jesse 
Jones of the RFC, advising them that 
electric power for war plants must be 
bought from the least expensive source. 
Offhand that seems all right. But a 
war plant may be compelled to hurdle 
the nearest available power company 
and contract for cheap power from a 
distant source. Delivery would then be 
made over the lines of the intervening 
company under the FPC’s war author- 
ity to make a ‘common carrier” of the 
power company’s lines. 

An evidence of the manner in which 
the private investor can be manhandled 
may be found in the case of the Pensa- 
cola dam. This is a statement of that 
case by an authority: 

The Federal government financed the Pen- 
sacola dam for the Grand River Authority 
of Oklahoma. There was considerable 


squabbling with the state during construc- 
tion over highway relocation and other mi- 


projects might have gone through nicely except that Ne- 


q “THE effort to refinance the Nebraska-Norris hydroelectric 


braska municipalities got through the legislature a law re- 
quiring the payment of taxes before the payment of interest. 
The towns needed the taxes the private utilities had always 
paid, and somewhat belatedly awakened to that fact.” 
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nor issues. The state took over control on 
completion. At the outset the project was 
uneconomical, but ultimately a profitable 
outlet was found by selling power to pri- 
vate companies. This so displeased the pub- 
lic ownership crowd in Washington that 
they instituted a kind of foreclosure pro- 
ceeding and turned it over to the PWA in 
Washington to operate. The REA is doing 
the operating but it is the PWA that di- 
rects. 


Other instances might be found. 


pein major power companies in 
eight southwestern states pooled 
their facilities to provide power for 
war purposes. A concise statement may 
be made that the 11-company pool 
was in a position to furnish the power 
required for the development of an 
aluminum plant. Then REA moved in- 
to the picture. REA at the time had 
neither plants nor lines. “‘It is,” in the 
brief furnished by the affected compa- 
nies in one of the cases arising out of 
the REA move, “increasingly evident 
that REA is playing a leading role in 
the formation of a public power proj- 
ect for Missouri by promoting the de- 
velopment of new power sites and ac- 
quiring existing utility systems. Ap- 
parently the plan is to integrate the 
present REA cooperatives and the mu- 
nicipally owned systems with the pur- 
chase of contiguous utility property.” 

Ina collateral case the Arkansas De- 
partment of Public Utilities felt called 
on to observe that one of the REA 
operations “may serve to settle and 
foreclose the question as to whether, 
after the war, private utilities in Ar- 
kansas shall be regulated by publicly 
owned and subsidized competition. In 


our judgment this is a question which 
should be settled either by the state leg- 
islature or by Congress.” The attitude 
of the Federal Power Commission 
toward the utilities is shown by the 
statement of Chairman Leland Olds in 
a Little Rock hearing: 

“The engineers of the (utilities) 
should not know the plans of the gov- 
ernment for dealing with the power 
situation in this area.” 


 & would have been so much better 
for the public power bloc in Ne- 
braska if the public had not learned 
what was going on. The effort to re- 
finance the Nebraska-Norris hydro- 
electric projects might have gone 
through nicely except that Nebraska 
municipalities got through the legisla- 
ture a law requiring the payment of 
taxes before the payment of interest. 
The towns needed the taxes the private 
utilities had always paid, and some- 
what belatedly awakened to that fact. 
In consequence a trustee plan was set 
up under which, in effect, taxes are 
paid first; then the trustee bank gets 
the interest due; and in what amounts 
to a second mortgage the Federal gov- 
ernment is assured that if the revenues 
permit it will be paid interest on some- 
thing like $30,000,000 it loaned on top 
of almost an equal gift. 

The conclusion is that the public 
power bloc is pursuing its designs un- 
der cover of the war. But as Old Doc- 
tor Munyon used to say in the patent 
medicine columns: 

“There is hope.” 





q “THE breaking up of monopoly restrictions today will cause no present 
economic dislocation. It will bring inestimable future benefits.’ 
—THURMAN ARNOLD, 
Assistant Attorney General of 
the United States. 
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The Base for Rate Regulation 


Confusion arising from misinterpreted terms, such 
as “value,” “capitalized investment,” and “prudent 
investment.” 


By LYLE H. OLSON 


s a result of the recent Natural 
Gas Pipeline decision? of the 
Supreme Court, there is now 

before us for renewed critical consid- 
eration the matter of the utility rate 
base and its application to the regula- 
tion of industry. What is a rate base 
and how shall it be measured? This is 
a vital issue, the adjustment of which 
is necessary to the satisfactory rela- 
tionship of government and business. 

The definition and the determina- 
tion of the rate base should be simple 
problems, but can be made to appear 
complicated for lack of terminological 
and technological clarity and the mis- 
understanding and abuses that have re- 
sulted in theory and in practice. This 
matter ought to be removed from the 
realm of abstract theory and from 
its technological and terminological 
abuses. 

Semantics, or the practice of using 
more accurate and understandable 
words for new or complicated develop- 
ment, has recent!y been projected into 
the common vocabulary of the public 


1 Federal Power Commission v. Natural Gas 
Lh gm Co. (1942) 42 PUR(NS) 129, 315 


JAN. 21, 1943 90 


The application of this art might help 
to clarify the discussion, if applied to 
the various terms involved in the con- 
sideration of the rate base. 

Stuart Chase suggested certain un- 
derstandable words for the Temporary 
National Economic Committee and in 
recent articles has applied semantics 
to some of the terms entering into this ] 
discussion. Terms related to rate base 
determination include value, fair re- 
turn, original cost, reproduction cost, 
accrued depreciation, depreciation re- 
serve, depreciation accruals, deprecia- 
tion provisions, prudent investment, 
and earnings. Words necessarily have 
modifications of their meanings in ac- 
cordance with their use in specific 
cases. 

The term “value” itself is one of the 
most elusive and variable terms in eco- 
nomics. It is defined as applying to any 
numerals with the dollar sign ($) at- 
tached, as well as to the fair sales price 
between a willing seller and a willing 
purchaser. The word “value” needs 
qualification as to its application in the 
specific case. Theterm “rate base” needs 
an accepted definition either synony- 
mous with value or as having a dis- 
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tinctively separate meaning not neces- 
sarily synonymous with value. 


thn Natural Gas Pipeline Case has 
renewed the discussion® of the 
Smyth v. Ames rule and the principles 
governing the determination of a fair 
return to be allowed a public utility en- 
terprise. 

In the Smyth v. Ames decision 
(1898) the Supreme Court said “the 
basis for the reasonableness of rates. , . 
must be the fair value.” And “to attain 
that value,” the court enumerated the 
following very specific factors for con- 
sideration : 


Original cost of construction 

The amount expended in permanent 
improvements 

The amount of market value of its 
bonds and stocks 

The present and original cost of 
construction 

The probable earning capacity of 
the property under particular rates 
prescribed by statutes 

The sum required to meet operating 
expenses 

Other matters to be regarded in esti- 
mating the value of property 


These factors are not those that 
would apply to the determination of 


2A couple of analytical and controversial 
articles are: Pustic UTILITIES ForRTNIGHTLY 
(Aug. 27th, at p. 277 and Sept. 10th at p. 350)— 
Paul B. Coffman’s, vice president of Standard 
& Poor’s Corporation, articles on “The Direct 
Approach to the Fair Return Question” sup- 
port the “ascertainment of the sum total of 
dollars required by the company to maintain 
its credit position, as determined by an in- 
vestors’ appraisal of the risks of capital em- 
ployed in the business. To accomplish this, 
neither a rate base nor a rate of return need 
first be determined.” 

Harvard Business Review (Summer Num- 
ber). R. W. Harbeson’s, assistant professor 
of economics at Rutgers University, article 
on “Public Utility Regulation: A New Chap- 
ter,” advises that the recent Supreme Court 
decision in the Natural Gas Pipeline Case 
may result in “the demise of that hardy peren- 
nial—fair value.” 


value as understood in economics. They 
are provisions that might or should be 
considered in the determination of an 
amount to represent a fair rate base. 
With a full knowledge of the facts as 
they might be determined under these 
respective headings, correct judgment 
may be made as to the economic merits 
of a just and reasonable amount for 
the rate base. 


ee the original cost was in ex- 
cess of present cost, this might 
be entitled to some consideration in 
equity, as between the stockholders and 
the consumers. There might be other 
cases where the original costs are so 
out of line with the present costs of 
equivalent property as to have little 
equity. The market value of stocks and 
bonds might be a very uncertain fac- 
tor and entitled to little consideration. 
Consideration of the probable earning 
capacity of the property might have to 
be subordinated to the investment 
measured either in terms of original 
cost or of reproduction cost in deter- 
mining an equitable rate base. 
Under regulatory conditions we have 
a premise for a rate base quite differ- 
ent from “value” as contemplated by 
the classical economists. It may be that 
the term “fair value” in the Smyth v. 
Ames decision, should be interpreted 
as meaning a fair amount to be deter- 
mined after judicial consideration of 
the factors specified. Such interpreta- 
tion is entirely consistent with the for- 
mula presented and the equity and 
practicability of its application in regu- 
lation. Now it is probably not “‘lese 
majesty” to assume that the justices 
in this case used the term value in its 
more common usage and not in its 
stricter economic definition. That “fair 
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value” was used as synonymous with 
“fair amount” is confirmed by the spe- 
cific factors enumerated for considera- 
tion. 


wns: | juseoescl is not applicable and in 
practice has not been used as 
the exact equivalent of “rate base.” 
Subsequent decisions of the Supreme 
Court have been consistent with this 
interpretation, with some insistence 
upon the consideration of the cost of 
reproduction, and its specific applica- 
tion as a basis for computing depreci- 
ation in the determination of fair re- 
turn. It is not inconsistent that cost 
or reproduction of the depreciable as- 
sets be used as the basis for deprecia- 
tion and that a fair amount or some 
modified basis represent the rate base. 

In Natural Gas Pipeline decision 
Justices Black, Douglas, and Murphy, 
in a separate opinion concurring with 
the majority, said: “While the opinion 
of the court erases much that has been 
written in rate cases during the last 
half century, we think this is an ap- 
propriate occasion to lay the ghost of 
Smyth v. Ames . . .; as we read the 
opinion of the court the commission 
is now freed from the compulsion of 
admitting evidence on reproduction 
cost or giving any weight to that ele- 
ment of ‘fair value.’ The commission 
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can now adopt, if it chooses, prudent 
investment as a rate base. . . in view 
of these provisions, we do not think it 
is permissible for the courts to con- 
cern themselves with any issues as to 
the economic merits of a rate base.” 


Bens purpose of the minority jus- 

tices apparently would be to set 
up mandatory provisions with refer- 
ence to a prudent investment (never 
completely or satisfactorily defined) 
rate base, possibly as an equivalent to 
capitalized investment basis over- 
thrown in the interest of the consumers 
by William Jennings Bryan as attorney 
for the state of Nebraska in the Smyth 
v. Ames Case. 

This raises the question as to wheth- 
er any fixed formula can uniformly 
result ina just and reasonable rate base, 
and if an equitable rate base can be 
defined except for the specific case. It 
may be desirable to reconsider the 
structure of a rate base. Possibly “fair 
value” and “prudent investment” 
should be superseded by terms to be 
more accurately defined and applied 
with less misunderstanding. 

It would seem that if we could put 
aside for the time being the poorly de- 
fined and misinterpreted terms, “val- 
ue,” “capitalized investment,” and 
“prudent investment,” and consider 


ble terms in economics. It is defined as applying to any 


q “THE term ‘value’ itself is one of the most elusive and varia- 


numerals with the dollar sign ($) attached, as well as to the 
fair sales price between a willing seller and a willing pur- 
chaser. The word ‘value’ needs qualification as to its appli- 
cation in the specific case. The term ‘rate base’ needs an 
accepted definition either synonymous with value or as hav- 
ing a distinctively separate meaning not necessarily 


synonymous with value.” 
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solely what would be a just and reason- 
able rate base, some progress might be 
made.® 

At the present time, the original v. 
reproduction cost issue is not as vital 
as during some prior years, inasmuch 
as the variations in cost during the 
past quarter of a century have been 
such that the cumulative results of 
actual costs may not be inconsistent 
with present reproduction costs. Of 
course, the reproduction costs may be 
determined as of any dates and the date 
may be selected in accordance with the 
assumed equity in the particular case. 


hse Supreme Court specifications 
in value cases are different than 
in rate base cases. In cases of corporate 
reorganization the fair value is that 
which is understood in economics and 
in the market. It is without the quali- 
fications or limitations required by a 
rate base. 

In the determination of value for 
reorganization, earning power is one 
of the controlling factors. Here we 
have as an authority the decision of 
the Supreme Court in 1941 in the 
Consolidated Rock Products‘ reor- 
ganization case, from which I quote 
the court as follows: 

Findings as to the earning capacity of an 

enterprise are essential to a determination 

of the feasibility as well as the fairness of 


a plan of reorganization . . . Since its appli- 
cation requires a prediction as to what will 


3 The price level has gone through marked 
changes with increases from 1898 to 1916, ac- 
celerated upward trend from 1916 to 1920, and 
with marked downward and upward trends 
during subsequent years. Therefore, the pos- 
sible distinction between the basis of repro- 
duction cost as a factor of value and original 
cost as a factor of investment becomes a vital 
matter. The same degree of variation will oc- 
= between the original costs as of different 

ates, 


#312 US 510, 525, 85 L ed 982. 


occur in the future, an estimate, as distin- 
guished from mathematical certitude, is al! 
that can be made. 


Here we have a formula for “pres- 
ent fair value” (term from another 
portion of the decision) very adequate 
for the estimate of “value” for reor- 
ganization and distinctly different 
from the equally adequate formula for 
a just and reasonable amount as a “rate 
base.” The court said: “Absent the 
requisite valuation data, the court was 
in no position to exercise the informed, 
independent judgment which appraisal 
of the fairness of a plan of reorgani- 
zation entails.” 

It should be observed that in the val- 
ue formula no reference is made to 
“original cost” and the market value 
of bonds and stock which, though they 
might be considered, are not material 
for the estimate of value. The rate base 
formula also includes “probable earn- 
ing capacity under rates prescribed by 
the statutes,” which may not be con- 
trolling for a just and reasonable rate 
base, but would be controlling as an 
element of value. 


iw the case of public utilities as well 
as industrial properties there are 
conditions where both rate base and 
values are required. These findings 
may involve consideration of such fac- 
tors as original cost, reproduction cost, 
accrued depreciation, depreciation re- 
serve, depreciation accruals, deprecia- 
tion provision, market value of securi- 
ties, and earning power. It is of great 
importance that these terms and their 
application are correctly defined and 
understood. Each may have an impor- 
tant contribution. 

One of the desirable steps to the end 
is the establishment of essential prin- 
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Value versus Rate Base 


“— Supreme Court specifications in value cases are different 

than 1n rate base cases. In cases of corporate reorganization the 

fair value ts that which is understood in economics and in the market. 

It is without the qualifications or limitations required by arate base, In 

the determination of value for reorganization, earning power 1s one of 
the controlling factors.” 





ciples of appraisal procedure that will 
permit reports to be analyzed and com- 


pared. Adequate requirements should 
include disclosures of the premise upon 
which findings are established, what 
elements of value are included, and the 


constituent factors included in the 
make-up of capital costs, depreciation, 
operating cost, earning power, and 
other elements of capital and value. 

Disclosures in the reports or testi- 
mony should distinguish between the 
differences that result from the prin- 
ciples followed and those resulting 
from different facts or opinions, and 
permit appraisals on the basis of orig- 
inal cost and reproduction cost, and 
appraisals by different appraisers be- 
ing intelligently compared. 


HE basic evidence for value and 
rate base consists of the used and 
useful assets. These may be measured 
by either or both original costs and 
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reproduction costs. Such costs are fac- 
tors to be considered. They have dif- 
ferent weights as evidence. 

The controversies in reference to the 
expediencies of use of original and re- | 
production costs result in large meas- 
ure from misunderstandings. One of 
the incentives for the consideration of 
original cost as a premise for a rate 
base was a misconception as to the 
simplicity of the method and the avail- 
ability and accuracy of the data. 

There is also an unjustified confi- 
dence in the validity of readily avail- 
able records in reference to original 
costs. The proof of the original costs 
of property now used and useful is fre- 
quently time consuming and expensive. 
Methods of accounting vary and there 
may be little reconciliation of the 
records with the changing properties. 
That the requirement for a standard 
classification of accounts on the basis 
of original costs is very costly and time 
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consuming is evidenced by the recent 
report from Utah that “Culminating 
six years of studies by state and Fed- 
eral accountants, the state public serv- 
ice commission and the Federal Power 
Commission recently issued a joint re- 
port fixing the original cost of the Utah 
Power & Light Company’s electric 
plant at $52,552,860.91 as of January 
1, 1937. The figure is $31,041,458.38 
lower than the original cost figure of 
$83,594,319.29 previously submitted 
by the power company.” ° 


HERE is also lack of confidence in 

the processes of determining re- 
production costs. Past abuses of pro- 
cedure and misapplication of findings 
are in part responsible for this. Repro- 
duction costs are relatively easy to de- 
termine and are comparatively well- 
known and supportable facts. That 
original or reproduction costs should 
be just and reasonable as applied to 
the used and usable assets should be 
determined as evidence to reveal the 
accounting and economic abnormali- 
ties. The relative practicability and ac- 
curacy of the determination of repro- 
duction costs and original costs have 
been subject to much controversy -and 
misunderstanding. These differences 
and inaccuracies of procedure should 
not confuse consideration of the prin- 
ciples at issue. The controversies should 
give way to knowledge and under- 
standing. 

There is a readily analyzable rela- 
tion between original costs and repro- 
duction costs. The market records of 
the details are available. 

Original costs are not evidence of 


value but have certain statistical im- 
SS 


$Pustic Utitities Fortnicutty, August 
27, 1942, p. 322, 
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portance. Reproduction costs are im- 
portant evidence of value. Both can 
be analytically compared. They have 
different applications. 


N equally important question to be 
considered is what the recorded 

or determined amounts for both orig- 
inal cost or reproduction cost include 
in the way of direct and indirect ex- 
penditure, overhead and organization 
and development charges. (I omit the 
poor terminology of “going value.’’) 
When costs are to be compared the re- 


“viewer should determine that both in- 


clude the same elements or require that 
the differences in the elements included 
be made known. 

Prudent investment usually refers to 
a modification of original cost. How- 
ever, prudent investment may refer to 
modifications of original cost or repro- 
duction costs, depending on whether 
considered retrospectively or currently. 
Should the investment have been pru- 
dent at the time it was made or would 
it be prudent under present conditions ? 

As the matter of depreciation has 
not so far been mentioned, I will not 
discuss this controversial element here. 
It applies similarly to both original and 
reproduction costs and to prudent in- 
vestment. 


HE minority opinions of Justices 
Black, Douglas, and Murphy 
(Natural Gas Pipeline Case) recom- 
mend that the regulatory commission 
have final determination of amounts 
representing rate base or value. There 
are several divisions of responsibility 
and opinion as to where the final de- 
terminations as to values should rest. 
Appraisers bear the first responsi- 
bility and independent qualified ap- 
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praisers believe that the facts could be 
most economically and conveniently 
determined by agreement between ap- 
praisers with any differences of opin- 
ion to be adjusted by a regulatory body. 
Substantial progress has been made in 
the reconciliation of the findings of 
independent appraisers and the engi- 
neers of commissions. 

Commissions believe they should 
weigh the evidence and have final ju- 
risdiction as to the amounts of rate base, 
value, and returns. States believe that, 
except in exceptional cases, the state 
courts and not the Federal courts 
should make final determination. 

The Federal Supreme Court still 
holds final determination notwithstand- 
ing the Black-Douglas-Murphy dicta 
that it should not be permissible for 
the courts to concern themselves with 
the economic merits, 

As to the commission’s responsibil- 
ity and attitude, former ICC Commis- 
sioner Thomas F. Woodlock in The 
Wall Street Journal recently directed 
attention to two different opinions on 
the judicial function of Federal admin- 
istrative powers : Of these powers Eli- 
hu Root said in 1916: 

Yet the powers that are committed to 


these regulating agencies, and which they 
must have to do their work, carry with them 


great and dangerous opportunities of op. 
pression and wrong. If we are to continue 
a government of limited powers these agen. 
cies of regulation must themselves be regu. 
lated. The limits of their power over the 
citizen must be fixed and determined. The 
rights of the citizen must be made plain, 
And James M. Landis (in “Sym- 
posium on Administrative Law 9,” 
American Law School Review, quoted 
by the authors on page 230) opines 


that: 


Partisanship or zeal on the part of ad- 
ministrative tribunals in behalf of the rights 
they are created to protect is as much ex- 
pected of them as zeal on the part of judges 
in the defense of that body of rights we are 


pleased to call our liberties. 

| jgpeegeater see final opinions have 
to be formed and should be ar- 

rived at more economically and prompt- 
ly than has been done in the past. This 
is possible if practical regulatory con- 
sideration is given to the problem. 

The SEC, on account of its varied 
responsibilities involved in the consid- 
eration of financial reports for differ- 
ent purposes in registrations, financ- 
ing, reorganizations, and public util- 
ity holding company regulation, and 
indirectly for income and _ property 
taxes, would seem to be a logical and 
available organization to make a major 
contribution to the solution of this 
regulatory problem. 





“WW 


HILE every ounce of concentration of resources and of energy 
is demanded for the successful prosecution of the war, it is 


important that we look beyond these stressful times to the era that will 
follow; an era of secured and revitalized democracy; new frontiers of 
business development; new markets for the American products of. peace 
and good will. 

“But tt is also necessary that we keep the fact uppermost in mind that 
it ts only by a victorious defense of our democratic processes can we 
accomplish these objectives. We will not have won the war if, in de- 
feating the forces of aggression, we permit our free institutions to be 
wrecked or undermined. Speaking as a farmer, we must preserve the 
‘seed corn’ of our peace-time economy so that the post-war planting will 
be made more fruitful.” 

—Emit ScHramM, 
President, New York Stock Exchange, 
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OICE communication by underground 

transcontinental cable was con- 
ducted officially for the first time in 
American history last December 21st. 
Walter S. Gifford, president of Ameri- 
can Telephone and Telegraph Company, 
and N. R. Powley, president of Pacific 
Telephone & Telegraph Company, one in 
New York and the other in San Fran- 
cisco, formally opened the new channel 
which has been building since 1940. 

The closing gap was the 488 miles of 
channel laid by Pacific Telephone & Tele- 
graph Company between Sacramento, 
California, and Wendover, Utah, as part 
of the 1,600-mile Omaha-San Francisco 
carry which for the last three years has 
been American Telephone’s major com- 
munications undertaking. 

The new underground channel which 
will expand the Bell system’s ability to 
handle transcontinental load was de- 
signed with war threats in view. Four 
other transcontinental lines cross the 
western part of the United States, but 
on all these there are vast stretches of 
open wires carried on poles and cross 
arms subject to the hazards of wind, ice, 
and fire. 

Many technical details of the new un- 
derground cable remain secret. The ca- 
pacity of the new channel, however, ex- 
ceeds that of any other transcontinental 
metallic circuit. It will contribute to 
radio communication, and is the most 
advanced development in the world in 
long-distance telephony. 


Investment in the undertaking may be 
judged from the fact that cost of the 
Sacramento-Wendover link was esti- 
mated by engineers at about $7,000,000, 
o1 an average of not far from $15,000 a 
mile. 


| yep Gifford’s part in the open- 
ing ceremony consisted of this com- 
ment: 

I am particularly glad to hear your voice 
at this moment, Mr. Powley, because it is 
coming to me over a line which we decided 
to build three years ago against the possi- 
bility of war with Japan. Because of that 
decision, you and I at this moment have the 
privilege of opening to regular service the 
new underground transcontinental cable of 
the Bell system. Now for the first time in 
history, a telephone conversation can be car- 
ried all the way from coast to coast over 
telephone cable instead of going part way 
over open wires strung on cross arms on 
poles. 


* * * * 


HE Federal Communications Com- 

mission last month approved ac- 
quisition by the American Telephone 
and Telegraph Company of all the assets 
of the American Telephone and Tele- 
graph of Missouri, a wholly owned sub- 
sidiary wnich has title to pole lines, cable, 
conduit, rights of way, lands, and build- 
ings in Missouri. 

The property was carried on the Mis- 
souri company’s books at $12,092,777. 
The parent company explained that it 
intended to dissolve the Missouri corpo- 
ration since it was no longer necessary to 
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have it in existence. The transfer of title 
would mean no change in operation, 
AT&T said. 


* * * * 


b bespeaen merger legislation much 
the same as that recommended in 
the last session of Congress by the House 
Interstate Commerce Committee will be 
reintroduced in the new Congress short- 
ly after it assembles. Representative Bul- 
winkle, Democrat of North Carolina, 
chairman of the subcommittee which 
conducted House studies of the measure, 
recently said he would offer the bill with 
a change liberalizing the labor protective 
provisions to cover workers whom the 
House bill excluded. 

The measure must be referred again 
to the Interstate Commerce Committee 
but Mr. Bulwinkle said he believed hear- 
ings would not be necessary. 

Other changes in the bill appeared pos- 
sible in the light of the fact that the com- 
mittee recently has lost ten of its twenty- 
five members through elections and 
otherwise. Two of these were Republi- 
cans and eight Democrats, and one Re- 
publican vacancy has been filled. Demo- 
crats had a 15-10 majority in the last 
Congress, which would be pared down 
to 14-11 or 13-12 for the new session. 


* * *e x 


Bie esse which is expected to de- 
velop its own great post-war indus- 
try, is only one of many new electronic 
devices that are headed for practical 
utilization after the war, David Sarnoff, 
president of the Radio Corporation of 
America, said last month in his year-end 
review of radio, Mr. Sarnoff emphasized 
especially the future rdles in science and 
industry of micro-waves, radio waves of 
very short length. 

Lieutenant General James G. Harbord, 
chairman of the board of RCA, told in 
his year-end statement how radio com- 
munications, untried in the World War, 
now provide an instantaneous and effec- 
tive network for military and naval op- 
erations throughout the world. “And the 
men and women on the production 
front,” he added, “have given the Ameri- 
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can armed forces the finest radio equip. 
ment in the world.” General Harbord 
stated : 


Science, through development of the elec. 
tron tube, put radio in the fight and made it 
indispensable to the modern mechanized 
army, to the air corps, to the fleet, and to 
the merchant marine. 


Mr. Sarnoff, remarking that many of 
the scientific achievements of 1942 re. 
main military secrets, said that when 
radio’s services to America’s armed 
forces were made known after the war, 
American citizens would be proud of the 
achievements of radio research workers 
and engineers. Television, he said, has 
played an important role in air-raid in- 
structions and civilian defense. 


HILE the present laboratory status 
of television, he said, was a mili- 
tary secret, he expected it to emerge from 
the war in such form as to make possible 
“a great post-war industry.” He stated: 


Television, however, is not radio’s only 
post-war promise. The useful services of 
radio will be broadened far beyond the com- 
munication field, into such realms as the 
RCA electron microscope, radio-frequency 
heating, supersonics, and no end of applica- 
tions made possible by the development of 
new radio tubes, especially those designed to 
send and receive micro-waves—tiny waves 
measured in centimeters. 

The application of radio-frequency heat- 
ing to speed industrial processes and at the 
same time increase their efficiency is rapidly 
coming to the fore. 

Radio waves may now be used to heat, dry, 
glue, stitch, anneal, weld, rivet, and even to 
deactivate enzymes. This new field is known 
as thermal radio. It can laminate an airplane 
propeller in minutes, compared to hours re- 
quired by ordinary heat and_ pressure 
methods. 

Radio high-frequency “furnaces” are a 
post-war prospect. In them railroad ties will 
be seasoned quickly and “cakes” of textiles 
dried uniformly. Even rubber may be radio- 
cemented to wood or plastic; cloth stitched 
and seamed by radio heat ; metals hardened; 
plywood glued; and fresh vegetables deacti- 
vated without loss of flavor or color. The 
possibilities in this new thermic realm of 
radio are unlimited, as indicated by remark- 
able advances in RCA laboratories during 
the year. 


Emphasizing the réle played by scien- 
tific research in all fields of radio achieve- 
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ment, Mr. Sarnoff spoke with pride of 
the new RCA Laboratories near Prince- 
ton, New Jersey, which were dedicated 
late last year, and said that energies and 
resources of that organization now de- 
yoted with single purpose to war objec- 
tives would be turned at the war’s end 
“to develop new and useful products and 
services for the post-war era.” 


* * #* x 


= Board of War Communications 
discontinued nontelegraph services 
by the telegraph industry, and forbade 
the transmission of any domestic felicita- 
tion or congratulatory messages (those 
both originating at and addressed to 
points within the continental United 
States). The order was effective Decem- 
ber 22nd. 

The order did not affect any traffic, in- 
cluding special rate messages, to and 
from members of the armed forces over- 
seas, or general low-rate arrival and de- 
parture messages, known as “tourate” 
messages. 

The nontelegraphic services discon- 
tinued included errand, distribution, re- 
mittance, instalment payments, and shop- 
ping services. All nontelegraphic mes- 
senger services are likely to be discon- 
tinued except messenger service to tele- 
phone companies to call nonsubscribers 
to the telephone. The sale by telegraphic 
offices of travelers’ checks and mail 
money orders as well as the acceptance 
of express packages also has been dis- 
continued, 


* * * X 


HE Oklahoma Supreme Court on 

December 18th approved a state 
corporation commission order for rate 
reductions and refunds which terminated 
the historic 11-year-old statewide tele- 
phone rate case. 

Representing a settlement with the 
Southwestern Bell Telephone Company, 
the action carried with it lower charges 
in 29 communities estimated at $339,300 
annually and refunds to the state and 26 
communities totaling $443,500, of which 
the state will receive one-tenth. 

Court action affirmed an appeal by the 


company filed in 1940 from an earlier rate 
order which was superseded by the 
amended schedule. 

John Cantrell, company attorney, said 
his firm agreed to accept the order rather 
than pursue further litigation during the 
war emergency. It left rates at the re- 
mainder of the company’s 144 exchanges 
unchanged, but included these additional 
revenue reductions besides lower rates: 


Elimination of the report charge on 
uncompleted intrastate toll calls, esti- 
mated to save $55,000 a year. 

Elimination of the 15-cent monthly 
charge still made in some localities on 
hand-set equipment, due to save $65,- 
000 a year. 

Reduction of the overtime rate on 
intrastate person-to-person toll calls, 
estimated at $90,000 a year. 


The lower charges become effective 
“with the first billing date in the first 
month beginning after the tenth day fol- 
lowing approval by the supreme court.” 

The order took cognizance of possible 
future contingencies to be faced by the 
company after the war by setting up “‘ob- 
jective rate schedules” on the basis of 
its study to indicate where other charges 
might be made if the company estab- 
lished its right to them. 


* * * x 


HE Federal Communications Com- 

mission en banc on December 31st 
approved the transfer of con rol of the 
Yankee Network, Inc., licensee of four 
standard broadcast stations, four relay 
stations, two experimental stations, and 
two high-frequency stations, through 
the sale of the capital stock of the Win- 
ter Street Corporation (which owns 100 
per cent control of the Yankee Net- 
work), from John Shepard, III, and 
George R. Blodgett, trustees, to the Gen- 
eral Tire & Rubber Company, Akron, 
Ohio. Commissioners Walker and Durr 
dissented. 

The sum of $1,240,000 will be paid, 
plus an additional amount to be deter- 
mined on the date of the transfer equal 
to 94 per cent of the aggregate net quick 
assets of the seller over $100,000. 
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There is also being sold to the Gen- 
eral Tire & Rubber Company, as a part 
of the same transaction, all of the capi- 
tal stock of the Colonial Network, Inc., 
which is owned 50 per cent by John 
Shepard, III, and 50 per cent by his 
brother, Robert F. Shepard. Colonial is 
not a licensee of a broadcast station, its 
income being derived principally from 
the sale of station time and wired tran- 
scription service to subscribers. 

In addition to its position of licensee, 
the Yankee Network, Inc., is engaged in 
the operation of a network broadcast sys- 
tem employing as outlets the four broad- 
cast stations licensed to it and 17 con- 
tract outlets or affiliated stations located 
in the states of Maine, Massachusetts, 
Connecticut, New Hampshire, and Ver- 
mont. 

* * * x 


HE RCA Manufacturing Company, 

wholly owned subsidiary of Radio 
Corporation of America, consolidated 
with the parent company, effective De- 
cember 31st, Colonel David Sarnoff, 
RCA president, announced recently fol- 
lowing a special meeting of the RCA 
board of directors. 

Colonel Sarnoff said the unification of 
the administrative, research, and manu- 
facturing activities would result in 
“closer codrdination and increased flexi- 
bility of operation.” 

George K. Throckmorton, former 
chairman of the executive committee of 
RCA Manufacturing Company, was 
elected a vice president of Radio Corpo- 
ration of America. 


* * * 


C. WILLEVER, seventy-seven, dean 

e of the telegraph irdustry and first 
vice president of the Western Union 
Telegraph Company, has retired on pen- 
sion, effective January Ist, it was an- 
nounced recently by A. N. Williams, 
president. 

Because of his service with the com- 
pany for sixty-two and a half years, Mr. 
Willever was appointed honorary vice 
president without official duties, effective 
January Ist. He will be available to serve 
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as a director of Western Union, 

Mr. Willever’s service is longer than 
that of any other executive in Western 
Union’s 91-year history. It includes ac- 
tive participation in more functions of 
management and of the company’s af- 
fairs generally than any other man, The 
name of J. C. Willever has appeared on 
more than 6,000,000,000 yellow tele. 
graph blanks since 1916. 

Iedwin F. Chinlund last month re- 
signed as president of Postal Telegraph, 
Inc., to become associated with R. H, 
Macy & Co. as a vice president, a member 
of the executive committee, and a direc- 
tor of the department store company. 
However, in resigning as president of 
Postal, Mr. Chinlund will remain tempo- 
rarily as chairman of the board of the 
communications concern and will devote 
his efforts to effecting the proposed 
merger of the nation’s telegraph com- 
panies. 

Ellery W. Stone, for three years ex- 
ecutive vice president of Postal, was 
named president to succeed Mr. Chin- 
lund. Mr. Stone, it was announced, be- 
comes the chief executive officer of the 
Postal Telegraph system and will con- 
tinue as a director and a member of the 
concern’s executive committee. 

Mr. Chinlund has been president of 
Postal Telegraph since 1939. Previously 
he was a partner in the accounting firm 
of Arthur Andersen & Co. From 1925 
to 1937, Mr. Chinlund was vice presi- 
dent, controller, and a director of Inter- 
national Telephone & Telegraph. 

Mr. Stone has had an extensive back- 
ground in the communications industry. 


* * * x 


O* the first day of the opening ses- 
sion of the Seventy-eighth Con- 
gress, January 6th, Representative Cox, 
Democrat of Georgia, introduc +d Hous: 
Resolution No. 21. This resolution would 
authorize an investigation of the “or- 
ganization, personnel, and activities of 
the Federal Communications Commis- 
sion.” Representative Cox had a similar 
resolution for investigation in the last 
session of Congress which was not acted 
upon at that time. 
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Financial News 


and 
Comment 


By OWEN ELY 


New Dissolution Plans 


_* of the Supreme Court to re- 
verse the decision of a lower court 
that Public Service of New Jersey is a 
subsidiary of United Gas Improvement 
Company apparently resulted in a revi- 
sion of policy by some of the large east- 
em holding companies. United Gas Im- 
provement announced December 20th 
that it had filed a dissolution plan with 
the SEC. The plan called for distribu- 
tion of some of the company’s larger in- 
vestments, together with about $30,600,- 
000 in cash, to stockholders (with dis- 
tribution of remaining assets probable 
at some later date). The $5 preferred 
stock would be retired by issuing in ex- 
change three shares of a new $1 pre- 
erred stock of Philadelphia Electric 
Company, plus $40 cash. Common 
stockholders would receive one-third of 
ashare of new common stock of Phila- 
delphia Electric and one-twelfth of a 
share of Public Service of New Jersey 
common. The common would also re- 
ceive any later distribution of remaining 
assets “which may be desirable and 
feasible.” 

On December 30th Niagara Hudson 
Power disclosed its new plans for corpo- 
rate simplification and ultimate dissolu- 
tion. The Niagara plan, not yet published 

detail, includes three major steps: (1) 
onsolidation of the principal operating 
ompanies together with the intermedi- 
pte holding company, Buffalo, Niagara 
& Eastern ; (2) consolidation of remain- 

g smaller subsidiaries and investments 
nto a single unit ; (3) pro rata distribu- 
lon of shares in the two new consoli- 
fated companies to security holders of 
Niagara Hudson Power (which will 
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first be recapitalized on an all-common 
stock basis, it is understood). The plan 
would probably eliminate the holding 
company relationship of United Corpo- 
ration due to the changes in voting 
rights, etc. Recent preferred arrears will 
be paid of as part of the plan. 

Federal Water & Gas has also filed a 
dissolution plan with the SEC. 


> 


Utility Rate Increases Not 
Inflationary—A Strong Plea 


AN interesting brief has been filed 
with the New Jersey Board of 
Public Utility Commissioners by Clar- 
ence H. Dickey, attorney for Common- 
wealth Water Company (subsidiary of 
American Water Works), in the matter 
of the proposed 15 per cent rate increase 
or surcharge. The company pointed out 
that in 1936 the board had found them 
entitled to a return of 6 per cent on the 
rate base, and that such a return had not 
been realized in any single subsequent 
year. The company felt that 6 per cent 
was still a reasonable return for while 
longer-term interest rates have declined 
slightly since 1936, an important offset- 
ting factor was the 23 per cent rise in 
the general price level, greatly increas- 
ing the cost of construction. The brief 
also stated: 


With full regard for all the duties and 
obligations of this petitioner in a war emer- 
gency, we submit that: 

(A) An increase in rates, as requested, is 
not inflationary ; 

(B) Public service corporations are the 
traditional victims of inflationary rises in 
the general price level; 

(C) Regulatory bodies must have a 
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special concern for public service corpora- 
tions under inflationary conditions in order 
to preserve their financial integrity and 
operating efficiency ; 

(D) It is the duty of Congress, and of 
Congress alone, to determine what share of 
the war’s financial burdens should be car- 
ried by this petitioner ; 

(E) The anti-inflation law of October 
2, 1942, does not in any way suspend the 
general law of utility regulation, or alter 
the principles and facts upon which this 
board formulates its decisions. 


In support of the contention that an 
increase in rates would not be inflation- 
ary, the brief pointed out that “money 
creates inflation only when it is spent. 
Any increase in petitioner’s income 
would not induce the petitioner to spend 
more than is required by its existing 
obligations and its operating needs. . . 
This income . . . would only serve to 
protect the petitioner’s outstanding obli- 
gations and to preserve its financial in- 
tegrity against the continuing impact of 
higher costs beyond its control.” 


N support of point “B,” the brief 
pointed out that the Dow-Jones aver- 
age of 15 utility stocks declined from 
35.32 in October, 1936, to 10.58 in April, 
1942, continuing : 

This is the bloodless verdict of the 
market place, and it is a warning that can- 
not be lightly disregarded by those who are 
concerned with the health of an industry 
that represents one of the nation’s greatest 
assets. ... The petitioner is being squeezed 
between rising costs and fixed rates. If the 
inflationary spiral is to be slowed down and 
finally halted, the controls must be applied 
not at the top, but at the base where the 
inflationary movement gains its initial im- 
pulse. The base is wages and prices of raw 
materials. 


The brief pointed out that the War 
Labor Board had fixed a policy of per- 
mitting wage increases to cover the 15 
per cent increase in living costs since 
January, 1941, and contended that, 
based on the same principle, utilities are 
entitled to compensation for their high- 
er costs of operation. It also pointed out 
that “utility investors are people just as 
much as consumers” and that it is un- 
fair to throw the entire cost of the war 
on any one group. 


With respect to point “C,” the boar 
was reminded that the ICC has pro 
tected the railroads by granting rate in 
creases, despite the prospects of large 
traffic and higher net earnings, and tha 
it rejected the OPA’s attack on the rat 
increase. 


EGARDING point “E,” the brief state 


commission of the District of Columb; 
approved (against a petition by th 
OPA) a rate increase granted to Was 
ington Gas Light Company, and thi 
was also supported three days later b 
the decision of the Federal Distrid 
Court for the District of Columbia, A 
other decision was also handed down b 
the court, sustaining a bus fare increa 
by a local traction company. 

Regarding rate of return, the brie 
stated: 

A careful record of the cases which hay 
appeared in the Public Utilities Reports an 
FortTNIGHTLY, from 1936 to date, shows tha 
the rate of return allowed by commissio 
generally over the country, for water an 
other utilities, has ranged from 6 to 7 pq 
cent. In a few instances the rate of r¢ 
turn has been higher than 7 per cent, b 


is attached to this brief, as Appendix C, 
table showing the name of the case, 
court or commission before which the pra 
ceedings were had, the date of the decisiog 
where the citation appears in PUR, t 
type of utility, and the rate of return. 


It was also pointed out that the publi 
utilities commission of the District 0 
Columbia recently permitted Washing 
ton Gas Light to continue (in effect) 
sliding-scale arrangement providing {0 
a return of 64 per cent. 

The brief also discusses at s0 
length the question of “prudent inves 
ment” as a rate base. 

It is refreshing to find such a fra 
and forceful discussion of the utili 
point of view. The utilities have do! 
such a splendid war-time job (despif 
being “pushed around” in so many higil 
quarters), that such a logical presenta 
tion of their rights merits the most carg 
ful attention and discussion. 
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1942 Utility Financing Lowest 
Since 1934 


HILE utility financing in Decem- 
ber amounted to some $62,000,- 
000, the monthly average for the year 
was only about $40,000,000. (See ac- 
wmpanying chart.) This is the smallest 
@ average in the past two decades with the 


amounted to about S140 000,000 per 
month in 1942, did not decline quite as 
ii much as did refunding operations. Stock 
sues in 1942 amounted to only about 


$49,000,000, or an average of about $4,- 
000,000 monthly—most of this amount 
representing new capital. 

New financing “on the fire” for 1943 
includes the $20,900,000 West Texas 
Utilities financing (before the SEC for 
over a year), $24,500,000 New Hamp- 
shire Public Service bonds and notes, 
and a $60,000,000 Puget Sound Power 
& Light bond issue. The status of the 
Texas issue remains indefinite, but the 
New Hampshire bonds (34s maturing 
1973) may come up for competitive bid- 
ding late this month, it is thought. The 
Puget Sound issue is expected to come 
out of registration around January 21st, 
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with a formal invitation for bids short- 
ly thereafter. Groups which are ex- 
pected to seek the big Puget Sound of- 
fering include one headed by Stone & 
Webster and Blodgett, and another 
headed jointly by Halsey, Stuart and 
Lehman Bros. 

A considerable amount of refunding 
operations might well be carried out in 
1943, if general conditions permit, but 
requirements for new capital seem like- 
ly to be lower than in 1942. According 
to The Wall Street Journal’s estimate, 
utility construction last year (electric 
companies only) amounted to about 
$482,000,000 compared with $622,000,- 
000 originally budgeted, while indicated 
expenditures for 1943 are around $250,- 
000,000. This amount could easily be 
handled out of depreciation, net income, 
etc., without recourse to much new re- 
financing, judging from the trend in re- 
cent years. 


a 


Kansas City Public Service 
Company 


(Ninth in a series of brief articles on 
transit companies.) 


ANSAS City Public Service Company 
was incorporated in 1925, taking 
over a predecessor company. Another 
reorganization was consummated July 
1, 1937, under 77-B, the first mortgage 
bonds, preferred stock, and common 
stock being replaced by $14,887,200 new 
first mortgage bonds and 346,518,000 
shares of common stock. Still another 
readjustment occurred in 1939, holders 
of $12,043,800 bonds receiving 30 per 
cent of their principal in cash and 70 per 
cent in new $3.50 preferred stock. (As 
of December 31, 1941, $1,067,700 bonds 
still remained oustanding.) Cash for 
payment to depositing bondholders was 
obtained from the RFC, which accepted 
bonds as collateral. 

As of September 30, 1942, the debt to 
the RFC amounted to $3,829,209 and 
there were also equipment notes payable 
of $105,000, both items showing a reduc- 
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tion from the previous year. The com- 
pany’s current position at that date 
showed only a slight excess of current 
assets over current liabilities, but re 
flected a considerable improvement over 
the previous year, cash being over 2} 
times as large. 


to $402,000 the following year, but dur. 
ing the three years 1938-40 the com- 
pany failed to cover operating expenses, 
In 1941 total income was $131,000%F 
equivalent to about 40 per cent of fixed 
charges, but in the eleven months ended 
November 30th charges were covered 


was, of course, due to sharply increased 
business. Gross for the period showed an 
increase of 34 per cent over 1941, while 
expenses increased only 9 per cent. 


Il’ is reported that the company has ex 
cellent labor relationships, employees; 
participating in net income. The com 


pany’s present prosperity, if it continues.) 


another year or so, should enable it to 
retire a substantial part of the RFC loan, 
payments against which are being made 
monthly out of depreciation and net ing, 
come. 

The management is understood to b¢ 
under RFC supervision. Powell Cm 
Groner, president of the company, was 
elected president of the American Trans 
it Association in 1942. 

A modernization program has been i 
progress, and the company purchased 3 
considerable amount of new equipmen 
in 1941-42. About $12,000,000 was ex 
pended for improvements during 1920 
41, together with $17,000,000 for main 
tenance. Equipment now includes 4ld 
motorized passenger cars, 86 troll 
busses, 260 motor busses, 68 woth 
freight, and service cars, etc. j 

This unit in the transit industry 
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now making rapid progress in cleaning be “squeezed” before he becomes an ex- 
up its financial picture, and with another _ tinct relic of the capitalist system? 

of prosperity should be able to fur- 
her reduce fixed charges, improve its * 


working capital, and thus fortify its ‘ ‘ 
sition for the post-war period. SE — — ca e : e Z tons 


# 
: N opinion indicating the disclosure 
Stockholders’ Proportion of A whe made in financial statements, 
Revenue Dollar Continues with respect to reserves established to 
To Shrink provide for possible losses and other 
contingencies arising out of existing 
Anita figures for 1942 are not yet war-time conditions, was given early this 
available, but revenues of the elec- month by William W. Werntz, chief ac- 
4 ig are ss top 1941 countant for the Securities and Ex- 
“By abou per cent, reaching a new change Commission. 
peak around $2,680,000,000, while net Mr. Werntz said that careful consid- 
mome is expected to shrink about 10 eration must be given to the need for es- 
per cent. Since net income measures the tablishing appropriate reserves intended 
anount available both for preferred and to provide for final settlement of war 
emmon stockholders, the shrinkage in production contracts, for post-war ad- 
“mie balance for common stockholders justments, and for other possible losses 
‘Brill, of course, exceed 10 per cent. Some or adjustments resulting from existing 
moi the percentages of decline shown in conditions. He pointed out, however, 
our table (page 106) will doubtless be that Regulation S-X in financial state- 
‘mtproved as later figures become avail- ments filed with the commission requires 
ile, since many of these companies in 4 “fyl] and accurate disclosure” of all re- 
their earlier interim reports accrued M- serves established and their purposes. 
tome taxes on a 45 per cent basis and “Particular attention is directed to the 
Bid not enjoy tax advantages contained fact that the requirements of Regulation 


in the final tax bill. 6. to b idered mini ve 
Thus Public Service of New Jersey, patient ; . rs yo pony mila 


Bvhich reported a slight deficit on the 
ommon stock in July, earned 11 cents 
a share in October and 13 cents in No- ELECTRICITY PRODUCTION 
““@vember. Detroit Edison, on the other otto 
and, made a poorer showing in Novem- 
er than in previous months, since the Biions of Kilowatt Hours 

‘mompany apparently had not fully ad- - ow 
sted its earlier tax figures to the 1942 - 
act. ~ 
In 1929 about 27 cents out of the 
revenue dollar was available for pre- 
tered and common stockholders while 4 

‘a 1942 the figure apparently dropped 
0 about 134 cents, or approximately a A 
mne-half. The shrinkage for the common |* Hl ee 
stockholder might be in the neighbor- 
hood of 70-80 per cent. Is it any wonder iz 1940 
t common stock financing by electric r 

ttlities, though admittedly desirable, _ — A\ 
as become almost an obsolete practice, |*° lias 
it has with the railroads? How much aa oe ee 

more can the utility common stockholder The Wail Street Journal 
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INTERIM EARNINGS REPORTS 
End o; 12-month Period 3-month Period 
‘ , , Periods Last Prev. Inc. % Last Prev, Ine. % 
Electric-gas Holding Companies 

American Gas & Elec. Consol. Oct. $2.16 4 A 
Amer. Power & Lt. (pfd.) Consol. ... Oct. 5.54 : ad sa an . 
Parent Co. June 2.98 } $ .43 $1.23 — De6s 
American Water Works Consol. Sept. 74 ; ee ap ia 
Parent Co. Sept. B75 | 
Cities Service P. & L. (pfd.) Consol. Mar.(a) 4.40 
Parent Co. Dec. 16.56 
Columbia Gas & Elec. (1st pfd.) Consol. Sept. 7.73 
Commonwealth Edison Consol. Sept. 1.88 
Com. & Southern (pfd.) Consol. ..... Oct. 6.86 
Elec. Bond & Share (pfd.) Parent Co. Sept. 4.52 
Elec. Power & Lt. (1st pfd.) Consol. Oct. 14.10 
Parent Co. Oct. 1.38 
Engineers Public Service Consol. ..... Oct. 97 
Parent Co. Sept. D.06 
Federal Light & Traction Consol. ... Sept. 1.23 
Long Island Lighting (pfd.) Consol. Sept. 4.46 
Parent Co. Sept. 6.24 
Middle West Corp. Consol. .......... Sept.(b) .96 
Parent Co. Sept.(b) .27 
National Power & Light Consol. .... Aug. .56 
Parent Co. Aug. 10 
Niagara Hudson Power Co. Consol. .. Sept. 46 
North American Co. Consol. ......... Sept. 1.81 
Parent Co. Sept. 1.48 

Nor. States Pwr. (Del.) (pfd.) 
Consol. <<: Sept. 6.60 
OPARIMCOGD: 6c.css se saswceesceb sa eee June (c) .03 
Public Serv. Corp. of N. J. Consol. .. Nov. 1.42 
Stand. Gas & Elec. (pr. pfd.) Consol. Dec. 10.50 
Parent Co. Dec. 212 
United Gas Improvement Consol. ..... Sept. .60 
Parent Co. Sept. 50 
United Lt. & Power (pfd.) Consol. .. Dec. 6.89 
Parent Co. Dec. 155 

Electric-gas Operating Companies 

Boston Edison Sept. 25 
Conn. Lt. Nov. 
Consolidated Edison, N. Y. Consol. ... Sept. 
Parent Co. Sept. 
Cons. Gas of Baltimore Consol. ...... Sept. 
Detroit Edison Consol. Nov. 
indianapolis P. & L. Consol... <x .s0<00 Sept. 
Pacific Gas & Electric Consol. Sept. 
Public Service of Ind. Nov. 
i i i Sept. 


tS 
hon 
new 
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SONON ORS 
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Gas Companies 
American Lt. & Traction Consol. Sept. 
Brooklyn Union Gas Sept. 
E} Paso Natural Gas Consol. .....0.. Oct. 
Lone Star Gas Consol. Sept. 
Oklahoma Natural Gas Oct. 
Pacific ighing CONGO. <ocesas cco. Sept. 
Peoples Gas Light & Coke Consol. ... Sept. 
Southern Natural Gas Consol. Sept. 
United Gas Corp. (Ist pfd.) Consol. Oct. A 
Parent Co. Sept. i 8.30 
Telephone and Telegraph Companies 
American Tel. & Tel. Consol. ......... Aug. i 11.06 
Parent Co. Sept. ’ 10.53 
General Telephone Consol. ...........- Sept. 2.74 
Western Union Tel. Oct.(d) 7.13 5.58 


AN 
1 
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D—Deticit or decrease. (a) Three months. (b) Nine months. (c) Six months. (d) Ten months. 
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What Others Think 


Electric Power Records in World 
Wars I and II 


HE stability and resourcefulness of 
the electric power industry are indi- 
cated by the year-end statement recently 
issued by President C. W. Kellogg of the 
Edison Electric Institute. All demands 
for electricity for munitions and arma- 
ments for the armed forces were suc- 
cessfully met in 1942 in every section of 
the nation. The requirements for civilian 
tse have been covered without resort to 
curtailment or rationing. The margin of 
reserve for the country as a whole has 
actually increased over last year’s levels. 
Such is the outstanding record of the 
power industry in the United States dur- 
ng the war year of 1942. Details of this 
record have been generally made avail- 
able in the trade press prior to this writ- 


the industry which he represents. He 
stated : 


_ For the group of larger . . . utilities report- 
ing to the institute, the sum of the non- 
coincident peak loads for December is esti- 
mated to have been 33,000,000 kilowatts as 
compared with approximately 31,500,000 
kilowatts in 1941. This figure of 33,000,000 
kilowatts for these larger systems is 8 per 
cent below the estimates made by them a 
year ago, and is nearly 20 per cent below the 
forecast of the Federal Power Commission 
of a year and a half ago. Daylight saving 
time introduced in February of this year 
[1942] affected these earlier estimates by 
about a million kilowatts, or 3 per cent of 
the total. Other factors in the overestimates 
made a year ago were insufficient ailowance 
for decrease in the nondefense industrial 
load and the failure of war loads to mate- 
rialize as rapidly and as much as had been 


oe ea anticipated. 
ing, However, one significant fact—and -” 


itis indubitably a fact in terms of actual 
past performance—brought out by Presi- 
dent Kellogg’s statement did not perhaps 
receive the emphasis it deserves. That is 
the practical approach of the industry in 
fulfilling demands which were consist- 
ently overestimated by theoretical ob- 
servers, including government officials. 

For example, in discussing the margin 
of increased reserves in 1942, Mr. Kel- 
logg noted that the sum of noncoinci- 
dent peak loads at generating stations for 
December, 1942, was estimated at 37,- 
(00,000 kilowatts. This is about 5 per 
cent higher than last year (December, 
1941) but it is about 10,000,000 kilo- 
watts below the total installed capacity 
of these generating stations. The reserve 


Perhaps one reason why some esti- 
mates of power demand have been on 
the high side is the tendency to relate the 
trend of power demand to the projected 
trend of war production or war expendi- 
tures. The chart on page 109 shows the 
grave fallacy of any such rule-of-thumb 
formula. 

What about 1943? We must keep in 
mind, of course, the recently announced 
policy of the Federal government to re- 
strict all types of construction to enter- 
prises capable of early completion. Thus 
about 2,800,000 kilowatts of prospective 
power installation were ordered canceled 
by the WPB in 1942. The bulk of this 
cut affects generating equipment sched- 
uled for 1944 and 1945. 

The total net increase in generating 
capacity scheduled for 1943 is, accord- 
ing to the Kellogg statement, 3,384,000 
kilowatts, with 521,000 for 1944 and 
195,000 for 1945, making a total duving 
the next three years of 4,000,000 kilo- 
watts. 

Will this be enough? It would be a 


Bes Kellogg statement outlines a 
number of reasons for this perhaps 
unexpectedly efficient performance of 
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reckless prophet, indeed, who would 
dare the unknown to such an extent as 
to say that throughout the entire three 
years ahead of us, an increase of 4,000,- 
000-kilowatt capacity would be sufficient 
for any possible development affecting 
the nation’s power demand. But we do 
know that, on the basis of general war 
production plans now in fairly clear 
prospect, 1943 is expected to mark the 
peak of our war production. 


“Begin our outlook to this one 
year of 1943 it is, therefore, quite 
possible to make an intelligent appraisal 
of the electric power requirements for 
that year. Mr. Kellogg’s statement says 
on this point : 

In view of existing margins of reserves in 
generating capacity and scheduled additions 
to this capacity in 1943, it now appears that 
in every sector of the country there will be 
ample generating capacity to serve the peak 
demands reasonably to be expected. This 
takes into account existing trends in power 
demands and all the new demands for power 
that are in sight for this year or can be an- 
ticipated at this time. No power shortage is 
on the horizon for 1943, when America’s war 
effort is expected to be at its peak. 


And what of the cost of electricity? 
The Kellogg statement gives us some in- 
teresting figures on this phase: 

Compared with September, 1939, when 
hostilities in Europe began, the individual 
items of the cost of living, as shown by the 

U. S. Department of Labor, have shown the 

following changes: 

Food 


House furnishings 
Rent 

Fuel and ice 

Entire cost of living 
Electricity 


The price of electricity has continued its 
steady decrease, the composite average for 
all domestic use having declined from 4.04 
cents per kilowatt hour for the twelve 
months ending with September, 1939, to 
3.68 cents for September, 1942. 


The Kellogg statement shows that the 
industry has a record amount of coal 
fuel on hand and the water storage out- 
look for hydro is presently favorable. 

In sharp contrast to this relatively 
reassuring appraisal of the nation’s 


power supply during the current Wor 
War is the picture painted, in an inter 
esting article recently released by th 
United States Bureau of Labor Static 
tics, of power supply in World War | 
The title of this pamphlet (Historical, 
Study No. 54) is “Electric Power ign 
Wartime, 1917-1918,” by Calman Wine 
garden. This report is a brief statemenf, 
of Federal administration of the fi 
World War power problems in three o 
its aspects: 


1. Preferential distribution of elec 
tric power under shortage condition 
2. Curtailment of nonessential con 
sumption. 
3. Reduction of critical peak load 
(It does not go into such phases : 
interconnection, industrial expansion, fi 
nancing, rates, etc.) 


HE Winegarden report noted tha 
the United States entered Worl 


of electric power. After a few months o 
war, however, expansion of the powe 


industry was checked by inability to ob 
tain equipment, much of which had beet 
hastily diverted to armed services, an 
also by the dearth of new capital. The 
latter problem was particularly acute be 
cause utilities were unable to attract capi 
tal in a period of rising costs by reasor 
of their fixed rates. 

Two unforeseen factors further com 
plicated the situation. First of all, ther 
was a coal shortage due to lack of stor 
age facilities and transport; second, 3 
severe drought limited hydroelectric pro 
duction. ; 

Late in 1917 the expanding require 
ments of war industry created a seri 
of local power shortages which mounted 
in number and intensity throughout ti 
war. 

The simplest and most direct remt 
dies were found to be (a) divertmg 
power from nonessential use; (b) cut 
tailing nonessential use; (c) reducinl 
power loads. While these technique 
were more palliative than construct 
they could be applied rapidly without & 
penditure of money or material. 
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HE first shortage developed in the 
Niagara Falls area. Late in Decem- 
ier of 1917 the Secretary of War requi- 
tioned the entire output of the two 
Niagara companies, At the same time the 
svernment waived delivery upon agree- 
ment of the two companies to distribute 
their output according to War Depart- 
iment instructions. Accompanying these 
aiver agreements were detailed instruc- 
ions for the allocation of power which 


had to be changed constantly with pass- 
ing developments. 

In other areas the priorities division 
of the War Industries Board directed 
similar programs of power distribution 
without formal requisitioning. Some 
difficulty was experienced as the result 
of war plants being set up without geo- 
graphical consideration for power short- 
age areas. This was brought under con- 
trol through the year 1918 by the power 
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section of the War Industries Board. 

Rotation was found to be an early and 
relatively unsatisfactory procedure for 
ameliorating local power shortages. It 
was applied in Pittsburgh and New Jer- 
sey and consisted of reducing nonessen- 
tial consumption and cutting off supply 
to industrial users on a rotating basis. 

Formal priorities were not invoked 
until September 3, 1918, when the War 
Industries Board issued its Preference 
List No. 2, providing an official and 
specific classification of industry for pur- 
poses of war distribution. This list set up 
four classes. Class I included those in- 
dustries most essential to the war ef- 
fort, as well as small consumers (having 
a connected load of 100 horsepower or 
less). Classes II, III, and IV embraced 
larger users in the order of diminishing 
importance of their activity to the war 
effort. 

This system of power priorities was 
not universally applied. It simply set a 
pattern which was actually applied to 
New Jersey, Baltimore, Philadelphia, 
and Pittsburgh areas. Under this for- 
mula where power supply was not suffi- 
cient to meet all demands, Class I re- 
ceived 100 per cent while Classes IT, ITI, 
and IV received a proportion of their 
demands in the respective ratios of 5, 3, 
and 2. The Calman Winegarden report 
states that this system “operated satis- 
factorily and with a minimum of incon- 
venience to war industry.” 


Bisenecercnngte of nonessential con- 
_A sumption was carried on chiefly by 
the United States Fuel Administration 
under the specific direction of its power 
and light section. While this was a by- 
product of the government’s fuel con- 
servation program, it did assist indirectly 
in the correction of power deficiency. 
The technique consisted chiefly of so- 
called “lightless nights,” the establish- 
ment of “daylight saving” time on March 
31st, and the curtailment of much un- 
necessary electric power use, principally 
in the lighting field, even though such 
conservation did not necessarily affect 
the peak demand. 

Hotels agreed to cut down lobby light- 
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ing by a third, merchants and theateg 
cperators cut down display lighting, thg 
wattage power of lamps was examine; 
and incandescent lighting was encour 
aged at the expense of the old inefficient 
carbon lamps and arc lamps. Street raj] 
ways established the “skip stop” system 
and a number of suggestions were made 
to industrial plants, even to the extent of 
a recommendation for washing dirt 


windows so as to make more effectiva 


use of daylight. 

As for the reduction of power peaks 
the establishment of daylight saving 
time, according to the Winegarden te 
port, “in actuality constituted one of the 
most effective measures of the entird 
war-time power program.” An investiga 
tion in 16 large cities revealed typical re 
ductions of from 10 to 15 per cent in 
peak loads. Other power load control 
included the staggering of work hours 
lunch hours, school hours, and so fort 
along lines which have already become 
familiar in World War II. 

It is interesting to note that the stag- 
gered hour system was established in the 
fall of 1938 in the Pittsburgh district pri- 
marily to take care of an acute shortage 
resulting from breakdown in a 10,000 
kilowatt unit. Transportation services 
presumably were helped by this in 1918. 
Today, staggered hours have been put 
into effect primarily to assist the trans- 
portation shortage in many large cities. 
This time, the effect on the power supply 
situation is a mere by-product. 


N summing up, the Calman Winegar- 
den report concedes that the electric 
power industry is in a much better pos: 
tion to carry its load in World War I! 
than it was in World War I. However, 
the report submits that “techniques ap- 
plicable in the last war retain their for 
mer utility in this respect.” Among the 
“highly favorable developments” tending 
to mitigate possible power emergencits 
in World War II, the report mentions 
“the advanced state of the power indus 
try (in engineering practice, administra 
tion, and intraindustry codperation) # 
opposed to its comparative infancy i 
1917-1918.” Also mentioned in this re 
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gect is the contralization of Federal 
power regulation and the “widespread 


and acute awareness of the possibility of 
power shortage, and its dangers.” 





Troubles of the Meterman 


HUMOROUS little piece recently pub- 

lished in the Philadelphia Record 
reveals to us the fact that only about one 
in one hundred adults—and not in the 
utility business themselves—are able to 
read an ordinary gas meter. The Record 
claims as its authority the Philadelphia 
Gas Works. It goes further and says that 
only one in a thousand makes a practice 
of reading it regularly and correctly. But 
agreat many more try it with less for- 
tunate results. The Record continues: 


It may surprise you to know that the gas 
company honestly wishes you would read it. 

Folks who read their gas meters regu- 
larly, the company says, know just where 
they stand from week to week and can reg- 
ulate their gas consumption accordingly. 

Incidentally, there’s nobody who wishes 
Mr. and Mrs. John Q. Public would fa- 
miliarize themselves with meter reading 
quite as fervently as the company’s official 
monthly meter reader—that long-suffering, 
much abused, misunderstood mortal known 
to millions simply as the Gas Man. 


The troubles of the average meter 
reader are then set forth with a side- 
light on the technique employed by this 
long-suffering race. The Record states: 


Because he knows his welcome at the aver- 
age home will be a chilly one, the Gas Man 
does everything in his power to pave the 
rocky road he travels. Before he knocks at 
a householder’s door he consults his route 
book. His predecessor on the route may 
have left notes: 

“Don't jump over the porch railing, she 
hates it.” 

“Look out for the dog in cellar.” 

‘Don’t slam the door, her husband sleeps 
days,” 

Don’t cut across the grass.” 

ao yell GAS MAN, it makes her 
mad. 


_ Once inside, he turns on his trusty flash- 
light. The cellar will be dark as a pocket. 
Many families are bulb-snatchers, and 
they’ll “get another bulb for the cellar to- 
morrow.” 

At the top of the cellar stairs, the lady 
of the house is waiting for him. “What’s 
the damage? It can’t be! Why Junior 


read the meter and he said it wasn’t half 
that.” (Unfortunately, Junior doesn’t know 
that the center dial has to be read counter- 
clockwise and two zeros added to the total. ) 

“And I hardly touched the gas range. We 
ate out practically all the time.’ (She 
doesn't know that the minute she steps 
out of the house, Grandpa makes a bee line 
for the kitchen, draws up a rocker, lights 
the oven, and sticks his feet in it while he 
relaxes with old numbers of the Saugerties 
Gazette.) 

“It’s an outrage,” she says, and “she’s go- 
ing right down and look for herself.” The 
Gas Man goes down with her. 

“Look,” she says triumphantly, “the 
meter is turning. And I haven’t got a burner 
turned on.” 

The Gas Man reminds her of the pilot 
light on the stove, the pilot light on the 
continuous hot water heater, the gas-oper- 
ated refrigerator. 

“Oh,” she says. But she still doesn’t see 
how she could have used all that gas. (She 
doesn’t know that when Father shaves he 
always leaves the hot water running. It’s a 
whole lot simpler than turning the faucet 
on and off.) 

And the Gas Man can’t tell her. He knows 
how much gas she used, but he doesn’t 
know how or why she used it. “Wipe your 
shoes next time before you come into my 
clean kitchen,” she calls after him as he 
goes down the steps. He adds “Wipe shoes” 
to his notes. 


UE to the shortage of man power, 
the Philadelphia gas company last 
February adopted the expediency of esti- 
mating certain bills of the general serv- 
ice consumer. This is done, however, 
only where the company has at least three 
months’ experience on a consumer ; when 
the meter reader is unable to get in to 
read the meter; or when the scarcity of 
readers leaves no other course open. 

For the general information of Mr. 
John Q., no more than two bills are esti- 
mated in successive months for any one 
consumer. Further, there is no estimated 
billing on house-heating consumers, or 
where the monthly consumption exceeds 
20,000 cubic feet of gas. 
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Will Federal Control over the Power Industry 
Increase with War’s End? 


VOLUME recently released by the 

American Council on Public Affairs 
predicts increasing government control 
over the electric utility industry in the 
post bellum period. The volume is en- 
titled “The Federal Power Commission 
and State Utility Regulation.” Its author 
is Robert D. Baum, formerly a Fellow 
at Brookings Institution. 

Dr. Baum places his principal empha- 
sis on the possibilities of coordinating 
and interconnecting power systems, ne- 
cessitating a common carrier statute for 
all transmission and, possibly, distribu- 
tion lines. This would be a regional grid 
similar in some respects to those now 
extant in southern California and Great 
Britain. Nevertheless, the author be- 
lieves that there is a continuing and 
permanent place for state control over 
local power distribution. 

Aside from its forecast of intensive 
Federal planning (which may be de- 
batable in some respects), Dr. Baum’s 
book is a worth-while outline of the back- 
ground and growth of the Federal Pow- 
er Commission, with special stress on its 
relationship with state commissions. 

Chapter I, entitled “Federalism and 
the Federal Power Commission,” is 
chiefly historical and traces the evolu- 
tion of the FPC from a part-time board 
of three Cabinet officers set up under 
the Federal Water Power Act of 1920 
to the establishment of the full-time com- 
mission in 1935. Chapter II, entitled 
“Jurisdictional Disputes,” goes into the 
past differences between the FPC and 
the states, between the state commis- 
sions and utilities, and between the FPC 
and utilities. This naturally covers with- 
in its scope the New River decision of 
1940 (United States v. Appalachian 
Electric Power Co. 36 PUR(NS) 129, 
311 US 377). 


HAPTER III is exclusively devoted to 
water-power control; Chapter IV, 
to the control of accounting. It is under 


this chapter that Dr. Baum commends 
the establishment of uniform account- 
ing practice since 1935 and the shift in 
the policy of the National Association of 
Railroad and Utilities Commissioners 
from a critical to a more conciliatory at- 
titude. He concludes in this chapter in 
part as follows: 


The successful consummation of the 1936 
system was the product of different times 
and personalities. In the interim period be- 
tween 1922 and 1936 the defective character 
of state regulation was the subject of much 
public discussion. State commissions stood 
more on the defensive than ever before. 
The industry itself began to call for changes 
in accounting. The more progressive state 
commissions broke away from the old 
NARUC form. The Power Act of 1935 was 
passed, providing for closer Federal-state 
relations and threatening to subject a large 
part of the industry to two different ac- 
counting systems. The NARUC itself as- 
sumed a more conciliatory attitude. A uni- 
form system was agreed upon. There fol- 
lowed a scheme for maintaining uniformity, 
uniform report forms, rules for preserva- 
tion of records, and list of retirement units, 

The Federal Power Commission launched 
an intensive program affecting the states; 
it included original cost investigations, joint 
hearings, compilation and publication of 
data, special investigations to assist state 
regulation, loan of experts, exchange of in- 
formation, and other types of informal con- 
tacts noted above. The foundation for more 
effective regulation is being laid. Its effects 
are to be seen in the commission’s control 
of rates and other corporate activities, de- 
scribed in the chapters which follow. 


Chapter V, entitled “Control of 
Rates,” includes a discussion of the 
FPC’s activity in promoting a revolt 
against the reproduction cost valuation 
procedure authorized by the Supreme 
Court since Smyth v. Ames (1898) and 
its insistence on original cost procedure, 
which has not yet been entirely con- 
firmed by the highest court of the land. 
The activity of the commission in inves- 
tigating and publishing comparative gas 
and electric rates of different commuti- 
ties throughout the United States is also 
noted. 
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AMERICAN GAS COMPANY COOKING RECIPES AND DEMORALIZING 
OUR TROOPS WITH THE PICTURES” 


Chapter VI, on “Control of Intercor- 
porate Relations,” ends on a note com- 
plaining of jurisdictional remedies in 
that respect. The final chapter, on Ef- 
fectiveness of Collaboration,” brings 
forth the author’s more speculative con- 
clusions. Dr. Baum holds that “the 
growth of large-scale generating sources, 
long-distance transmission line, . . . point 
to the likelihood that Federal control in 
the post-war period will be more signifi- 
cant than before the war.” 


r his opinion, however, state control 
of local power distribution will and 
should remain since the past experience 
of the Federal Power Commission indi- 
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cates that “through continued and even 
increased intergovernmental collabora- 
tion lies the path toward the solution of 
many regulatory problems.” 

In reviewing the relations of the FPC 
with state agencies, Dr. Baum urges 
elimination of duplication and overlap- 
ping functions, “a wasteful drain.” In 
considering the problems with regard to 
applications for merger and disposition 
of property, Dr. Baum states that the 
situation does not warrant any legisla- 
tion exempting intrastate merger tran- 
sactions from FPC control. 

It is his opinion, however, that Con- 
gress eventually might find it desirable 
to strengthen the commission’s peace- 
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time authority over interconnections and 
interchange of power and to vest in it 
authority to approve extensions and 
abandonments. Dr. Baum also urges 
greater uniformity as between Federal 
and state commissions in connection with 
rules of practice and procedure. He sug- 
gests that the state commissions could 
more whole-heartedly abide by the terms 
of the cooperative agreement of the Na- 
tional Association of Railroad and Util- 
ities Commissioners in notifying the FPC 
of any proceedings likely to be of inter- 
est to that body. 


IX Dr. Baum’s view it is “a grave ne- 
cessity during war time for the states 
to assume “a more active responsibility” 
for working closely with the FPC. In 
this connection, he declares that “the full 
extent of the jurisdiction of the FPC is 
not yet fully settled by the courts, but 
it is clear that the commission can exert 
considerable influence on utility regula- 
tion throughout the nation.” 

In general tone, Dr. Baum’s work is 
scholarly and temperate. Yet, it is ob- 
vious that he is considerably overawed 
by what he believes to be the mission of 
the FPC. A careful examination of his 
volume fails to bring out any critical ap- 
proach whatever to its work in the past. 
His explanation, for example, of the Ot- 


tertail Case (page 208), 33 PUR(NS) 
257, in which the FPC (Commissioner 
Manly dissenting) arbitrarily ordered a 
supplying power company to establish 
the lowest of several rates to distributing 
utilities, without any determination of 
reasonableness per se, is neither enlight- 
ening nor convincing. 

He fails to touch on the inconsistency 
of the FPC’s promulgating rate com- 
parisons on one hand and refusing to ad- 
mit them when the evidence would seem 
to be in favor of a power company ina 
rate case—as happened in the recent 
hearings of the Southwest power pool. 
Dr. Baum carefully refrains from touch- 
ing upon the public ownership attitude 
indirectly espoused by FPC personnel in 
recent years, nor its questionable statis- 
tical record during the war years as a 
prophet of power shortage. The an- 
nouncement by the FPC, for example, 
early in 1942 that a continuation of orig- 
inal cost investigation of utilities was 
necessary in helping to win the war 
raises some question as to whether this 
admittedly powerful regulatory arm of 
the Federal government has invariably 
been as practical as it might be. 


THE FEDERAL Power CoMMISSION AND STATE 
Utitity RecuLation. By Robert D. Baum. 
American Council on Public Affairs, Wash- 
ington, D, C. 1942. Price $3. 





Railroad Men Rank High 


In War-time Britain 


NDER the title, “Our Engines and 

Our Men,” Toram Beg, described 
by the London office of the International 
Transport Workers Federation as an ac- 
tive British railway trade unionist and 
a recognized writer on British labor af- 
fairs, has written a special article with 
the object of giving Americans and Ca- 
nadians an idea of war-time conditions 
on the railroads of Great Britain. It runs 
in part as follows: 

As trade unionists, we railwaymen stand 
pretty near the top of things here. With 
the possible exception of the miners, we have 
hammered and slogged to improve our con- 


ditions with more effect than the generality 
of craft unions in Britain. We are working 
under a scheme of negotiating machinery 
which eliminates practically every aspect of 
unjust dealing. Our rates of pay were, prior 
to the war, something like $2 or $3 a week 
higher when compared with those of other 
mechanics. f 

Our rates of pay will no doubt seem miser- 
ably small when compared with American 
rates, but let us get them into proper per- 
spective. I draw a basic rate of approxi- 
mately $25 for a 48-hour week; my fire- 
man gets about $20. These are the maxi- 
mum rates for drivers and firemen through- 
out Britain. 

I can buy a decent suit of clothes for a 
week’s pay. My fireman can rent a good 
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house at about $3 a week. If we wanted to 
get uppish, we could, before the war, pur- 
chase a decent little house for about $2,000. 
If the job takes you away from home and 
you have to board with another family, it 
costs you about $7 a week. This brief out- 
line will, I hope, give you a fairly accurate 
idea on which to compare our economic 
standards. 

We have a guaranteed work day and week. 
That is, we must be employed when we 
present ourselves for duty every work day. 
No overtime can be carried forward to make 
up the 48-hour week, and no leave may be 
given in lieu of overtime worked. Sunday 
duty is also paid for at the rate of time and 
a half. 


CCORDING to Mr. Beg, promotion is 
Acs a strict seniority basis; there is 
no special payment for any class of work, 
except that the man on the long trip (pas- 
sengers) has a mileage base of payment 
—140 miles counting as a day’s pay, with 
an hour’s pay for every succeeding 15 
miles. Apart from this, the fellow on 
the big streamliners has the same pay 
as the man chugging along on the short- 
trip freights or banging about in a mar- 
shaling yard on a wee pug engine—pro- 


vided he has completed six years of con- 
tinuous service as driver or fireman. Mr. 
Beg continued : 


At the depot we have a whole lot to say 
as to how things are to be done. If a driver 
or fireman wants an easier job say—after 
an illness or because he is feeling the strain 
—he applies through the men’s committee. 
An open meeting of the men themselves de- 
cides what job shall be given to him. Very 
seldom do railroad officials object to our 
findings. 

We decide how the various trains are to 
be allocated on the duty roster. A man be- 
ing transferred from one depot to another 
immediately benefits from the local benefit 
fund, which is run by the men themselves. 
Payments are deducted from the pay, de- 
posited, and all clerical work is done by the 
railway company, free of charge. 

We have a whole gamut of complaints 
and grievance committees and councils, 
stretching from the depot to an all-Britain 
council, at which representatives of the com- 
panies sit in judgment along with those of 
the men. And, believe me, none of these is 
in the “yes man” category. 

We have a say in the disciplinary pro- 
cedure, too. The man is entitled to a per- 
sonal hearing and is at liberty to have with 
him anyone whom he nominates to act as 
his advocate; moreover, he can pursue his 
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case through to the highest railway official 
if he feels that he has had a raw deal lower 
down. I have been called (or should I say 
embroiled) frequently into action on behalf 
of my mates, and I must confess that up 
to now neither my “clients” nor myself have 
had cause to complain. 


Mr. Beg said that the war has made 
little or no difference to the service con- 
ditions on the railroads. Some of the 
older men were asked to remain when 
the time had come for them to retire. 
Firemen can now be registered at seven- 
teen years of age instead of eighteen. 
Women are employed as cleaners. The 
men are also (in the majority of freight 
crews) working more hours than before 
the war, but this is quite understandable. 


M r. Beg warned that “we can’t grouse 

about getting a raw deal, but there 
is certainly something to be said about 
the state our locomotives are getting into. 
Before the war, if we had the faintest 
suspicion of ‘knock’ on a bearing or the 
slightest sign of steam from a gland or 
steam key, we almost turned somersaults 
until a mechanic was browbeaten into 
doing his stuff.” But now, Mr. Beg con- 
tinued, 


... Well, we simply plug our ears to the 
bangs and try to see through the fog of 
steam which we carry constantly with us. 
After a turn on what could be well de- 
scribed as a bucking bronco, instead of an 
iron horse, we count the blue and black 
with which our hides are decorated as an- 
other point to add to the total we are sum- 
ming up against “that man.” 

Yes, this is war. All the black and blue 
bruises, all the knocks, bangs, and steam 
coming out of Hades are not going to stop 
us getting those tanks, guns, and material 
just where your boys and our boys want 
them. All the clattering bits and pieces of 
our locomotives are being coaxed and cursed 
into transporting not only the stuff for them 
but the lads themselves, some on leave, some 
going to places with a definite rendezvous 
which must be kept secret, and some from 
far shores like America. 


Mr. Beg admits that his associates have 
plenty to say to each other which the 
censor might not clear. In other words, 
British railroad workers are strictly hu- 
man and just like the railroad men in 
America and other places. 
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Southwest Power Pool 
Investigation 


HE Federal Power Commission on De- 

cember 14, 1942, launched its comprehen- 
sive hearing into the matter of rates charged 
by the 10-company “Southwest Power Pool” 
for electric energy furnished to the Defense 
Plant Corporation aluminum plant at Lake 
Catherine, Arkansas. 

Earlier, September Ist, the commission had 
instituted an investigation of the rates, charges, 
and other arrangements relating to pooling the 
power resources of the companies concerned 
in connection with electric energy supplied to 
the Defense Plant Corporation by Arkansas 
Power & Light Company. Facts disclosed in 
the hearing, Federal Power Commission offi- 
cials indicated, may have a relationship to the 
commission’s authority to arrange the cheap- 
est source of power supply for all war indus- 
tries and establishments in the country, as pro- 
vided in the President’s letter of September 
26th to various defense agencies. 

The order for hearing provided that if the 
commission, after the hearing, shall find that 
any of the rates, practices, or contracts pro- 
vided in the intercompany agreements are “un- 
just, unreasonable, unduly discriminatory, or 
preferential,” it will determine “just and rea- 
sonable rates” itself, and issue orders accord- 
ingly. 

The companies involved include Arkansas 
Power & Light Company, Kansas Gas & Elec- 
tric Company, Louisiana Power & Light Com- 
pany, Mississippi Power & Light Company, 
Nebraska Power Company, Oklahoma Gas & 
Electric Company, Public Service Company of 
Oklahoma, Southwestern Gas & Electric Com- 
pany, Southwestern Light & Power Company, 
and the Texas Power & Light Company. 

The outset of the hearing was marked by an 
unsuccessful attempt of Southwest Power Pool 
counsel to offer in evidence a schedule of rates 
charged by the Ark-La Electric Codperative, 
Inc., for power delivered to the Lake Cather- 
ine plant. Counsel contended they would have 
to compare the pool’s rates with those of Ark- 
La, an REA-sponsored concern, to show that 
the pool’s rates were fair and reasonable. 

As reported in the Arkansas Gazette (Little 
Rock), tarred Chief Trial Examiner Frank 
A. Hampton of FPC stated, in cenying the 
pool’s lawyers permission to make this compar- 
ison, that “We are not here trying or investi- 
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gating the contract of Ark-La with the Defense 
Plant Corporation. Whether the rate charged 
by Ark-La is just or unjust is not under in- 
vestigation. We may get into that later.” 

Counsel for the pool attempted to establish, 
by introduction of Ark-La’s rates, that opera- 
tions of Ark-La and the power companies are 
parallel. They contended that the REA codp- 
erative and the power pool are furnishing 
power to the aluminum plant, side by side, 
with a joint meter. Ark-La, it was stated, is 
paid for the 32,500 kilowatts per month called 
for in its contract, regardless of the amount 
of power it delivers. 

Counsel for FPC, in asking the trial exam- 
iner to exclude this comparison, however, said 
that “orders of the commission definitely set 
down the matters to be investigated, and this 
line of testimony is irrelevant.” Further on, 
he continued : “You have a rate and have made 
arrangements to contract and supply power 
to the Defense Plant Corporation. It would 
not justify your rate to bring out another 
company’s rate.” 

The trial examiner held that he could not 
pass on the comparability of the rates charged 
by the two groups. He indicated that he would 
follow the specific orders of the commission 
relative to the scope of the investigation. 

Frank M. Wilkes, president of Southwest 
Power & Light Company, who was on the 
stand when this line of presentation by the 
pool was blocked, did succeed, however, in 
giving a picture of the formation of the pool 
and its negotiations with Defense Plant Cor- 
poration to supply power for aluminum pro- 
duction. Through a series of letters and other 
documents there was set forth the original 
plan for private utilities to supply all of the 
power that it was anticipated would be needed. 
Mr. Wilkes said this power was offered at 
approximately 7.5 mills. Later, the Ark-La 
was given a contract to furnish power also, 
and the power pool was forced to alter its own 
plans, it was brought out. 

The power pool’s contract for supplying 
65,000 kilowatts called for a rate of $130,000 
a month for this amount of power, plus 4 
mills per kilowatt hour used, Continuing this 
explanation during the second day of the in- 
vestigation, Mr. Wilkes was allowed to de- 
velop that the Defense Plant Corporation sub- 
sequently persuaded the pool to alter the con- 
tract to provide, instead, for a 40,000-kilowatt 
demand at a rate of $80,000 per month, with 
the contract to run twenty-four months. This 
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was calculated to insure the pool gross earn- 
ings approximately equal to those it would 
have received under the original contract. How- 
ever, the witness testified that its invested 
capital had been reduced by a War Produc- 
tion Board order, and that if the contract had 
been reduced proportionately, the plant’s de- 
mand would have been 50,000 kilowatts instead 
of 40,000. 

The pool’s representatives again endeavored 
at this session to have FPC accept a compari- 
son of rates between those of the pool and 
the REA codperative. Two prepared docu- 
ments were offered which, it was admitted by 
the examiner, “would enable a review in court,” 
although he again rejected the material as 
“not relevant or material.” 

One document was an exhibit making a 
series of comparisons of rates, and the other 
was “written offer of proof” of the exhibit. 
The statement said: “That by amortizing the 
Ark-La line over the two years of its present 
legal life and giving due credit for salvage, 
the over-all power cost to the aluminum plant 
will be increased in the unit cost of between 
44 and 5 cents per pound of aluminum pro- 
duced” and “since this power would have pro- 
duced approximately 60,000,000 pounds of 
aluminum in the 2-year period, this loss to 
the Treasury of the United States would have 
amounted to a sum in excess of $2,500,000.” 

The statement also charged that Ark-La and 
the Grand River Dam Authority in Oklahoma, 
Ark-La’s source of power, both are federally 
financed and subsidized “and as tax-free sup- 
pliers of electric energy, Ark-La’s rate for 
service to the Defense Plant Corporation is 
a vardstick for consideration of the reason- 
ableness of the rates involved in the hearing.” 
That “a comparison of these rates and the 
use of this yardstick are a matter of mathe- 
matical computation and accuracy because the 
benefits enjoyed by Ark-La in freedom from 
taxation and in governmental subsidy are as- 
certainable and can be applied to Ark-La’s rate 
so as to show a really comparable rate.” 

A further highlight of these hearings came 
when a utility service organization rate ex- 
pert told the hearing that he considered South- 
west Power Pool’s rates “too low.” He was 
L. R. Lefferson, rate department chief for 
Ebasco Services Inc., New York. Mr. Leffer- 
son said he knew of two instances of premium 
rates being charged for service to war indus- 
tries. In response to a question by the trial 
examiner, he said the Tennessee Valley Au- 
thority charged a premium of 64 per cent un- 
der a contract with Proctor & Gamble Defense 
Corporation, and the Bonneville Power Ad- 
ministration, a government agency, charged a 
premium of 19.8 per cent for service to the 
Troutdale (Oregon) aluminum plant. 

The witness was not permitted to give details 
of these rates, as the examiner had ruled earlier 
that comparisons of rates of other companies 
or agencies would not be admitted as evidence. 

An outstanding development occurred, how- 
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ever, when the Arkansas Utilities Commission 
surprised the hearing by a motion to dismiss 
the rate investigation. Declaring that any en- 
forced change in operations of the pool might 
lead to a hindrance of the war effort, the com- 
mission sided with the pool on its rates. The 
hearing was adjourned for the holidays with 
the prospect that a court decision would ulti- 
mately be necessary both as to the pool’s com- 
parison of its rates with those of the codpera- 
tive, and other matters at issue. 


Halts Work on Power Unit 


HE War Production Board issued a stop- 

work order last month affecting the Lake 
Catherine (Arkansas) station project of the 
Aluminum Company of America. The order 
withdrew priorities for the installation of two 
35,000-kiiowatt turbine-generator units; three 
boilers; all power plant structures necessary 
to house this equipment at the Lake Catherine 
station. 

The revocation order did not apply to any 
other part of the project. 

Representatives of the Southwest Power 
Pool and the Ark-La Electric Codperative ex- 
pressed satisfaction over the WPB order 
against the installation of the additional De- 
fense Plant Corporation facilities which would 
have been operated by Alcoa. Spokesmen for 
the Arkansas Power & Light Company and 
other members of the power pool, which has a 
contract to furnish 65,000 kilowatts for the 
Lake Catherine plant, said that the WPB order 
“bears out the contention we have made all 
the time—that the Ark-La line is unnecessary.” 

Thomas Fitzhugh, attorney for Ark-La, said 
that the war effort is the only victor in the 
situation. “If the Navy and Army need the 
materials for battleships and other things more 
than the materials are needed for making 
aluminum, they should have them,” he said. 
“This is neither a victory nor defeat for us, 
and is not a victory for the power pool.” He 
emphasized that the DPC contract with Ark- 
La, to furnish 32,500 kilowatts, was signed be- 
fore the DPC contract with the power pool, 
and that Ark-La was no “interloper,” as many 
have attempted to make the public believe. He 
said that without Ark-La’s power from Okla- 
homa’s Grand River dam, the aluminum plant 
would have insufficient power. 


ODT Control Expanded 


Present Roosevelt on January 4th expand- 
ed the authority of the Office of Defense 
Transportation over domestic transportation 
facilities to include street car and bus lines. 

By executive order, the President placed 
under ODT authority “all domestic trans- 


portation within . . . the United States” and 

gave Director Joseph B. Eastman power to 

initiate requisitioning of such facilities. 
Local passenger transportation equipment 
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brought under ODT included busses, street 
railway cars, trolley coaches, trucks converted 
for passenger transportation, ferry boats, and 
other vehicles or vessels used, or capable of 
being used, to carry nine or more passengers 
(including the operator) in public or private 
carrier service. 

The order gave Eastman—who already has 
authority over all rubber-borne transportation 
and interstate carriers—the task of providing 
for movement of war plant personnel in co- 
Operation with other governmental units. 


TVA to Set Own Pay Rates 


HE National War Labor Board on Janu- 
ary 4th authorized the Tennessee Valley 
Authority to act on wage and salary adjust- 
ments for its 41,000 employees. The WLB 
delegated the power in a general order which 
directed the TVA board of directors to act 
within the executive order on wage stabiliza- 
tion and the board’s policies. 
The TVA rulings are to be final, subject 
only to the WLB’s ultimate right to review on 
its own motion. 


REA Group Calls Meeting 


HE National Rural Electric Codperative 

Association, with sessions to be held Janu- 
ary 19th and 20th in St. Louis, Missouri, 
would focus attention on the increasingly im- 
portant role of rural electrification as an aid 
to war-time food production, it was announced 
last month. It will be the first annual meeting 
of the NRECA, an organization formed sev- 
eral months ago in the interest of the rural 
electrification movement. 

All of the 800 REA-financed rural electric 
systems in the country were asked to send 
representatives to the meeting, although official 
delegates and alternates were to be named 
only by the systems that have joined NRECA. 

The meeting featured nationally prom- 
inent speakers, many of them leaders in the 
public power field. 

The theme of the meeting—‘Power for 
Food”—was explained by former Congressman 
Clyde T. Ellis of Arkansas, general manager 
of NRECA, who said “a rare opportunity 
exists for service to our nation at war through 
increased use of electric power in food produc- 
tion processes. We must recognize and harness 
the boundless energy of electricity. We must 
then strive to remove the shackles that have 
restricted the use of this power, so that we 
may be permitted to make our fullest contri- 
bution to victory.” 

Discussions of how electricity may be put 
to wider use in the food production program 
will involve a “reappraisal” of regulations that 
have limited the use of materials for expan- 
sion of rural electrification, Ellis said. Mea- 
sures to be considered inciude: the possibili- 
ties for additional service connections along 
existing clectric lines, in cases where materials 
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are already available; the installation of wire 
on poles that were erected before rural line 
building came to a halt several months ago; 
and relaxation of restrictions on the manufac- 
ture of appliances such as milking machines, 
motors, water systems, and other devices, so 
that the farmer may obtain all the tools he 
needs to make his maximum effort with mini- 
mum labor. 

Officials who accepted invitations to 
speak were Secretary of Interior Ickes, former 
Senator Norris of Nebraska, Senator Aiken 
of Vermont, Representative Rankin of Mis- 
sissippi, Harry Slattery, REA Administrator, 
and Eugene Casey, special executive assistant 
to President Roosevelt. 


Praises Water Power 


Ea West’s great multipurpose reclamation 
developments were credited recently by 
Secretary of Interior Ickes with a major con- 
tribution to the war effort. In his annual re- 
port to the President for the fiscal year ended 
last June 30th, he said three basic needs of 
electric power, foodstuffs, and water in the 
West’s war work were being supplied in 
“larger and more important quantities for 
hundreds of cities, thousands of war factories, 
and millions of war workers.” 

Ickes lauded the Bureau of Reclamation as 
“chief supplier of these three essentials.” 
Special attention was given a separate under- 
taking—the Bonneville Power Administration 
—for its power contribution. The report also 
discussed the work of the division of power 
in coordinating the department’s power pro- 
duction activities. 

A “serious shortage of power for war pro- 
duction by 1944 unless new power sources are 
immediately developed throughout the nation” 
was predicted by Bonneville Power Admin- 
istrator Paul J. Raver in his annual report to 
the Secretary of the Interior. He said his 
estimate was made from “competent studies.” 
Interior officials charged with development of 
the public power program have differed with 
War Production Board edicts closing down 
projects which would not be completed until 
after 1943. The WPB policy has been to some 
degree a gamble on expansion of facilities 
which can be available quickly for a relatively 
short war. 

Mr. Raver also declared that “in terms of 
post-war requirements our studies indicate a 
need of nearly 5,000,000 kilowatts for normal 
use in the Northwest in 1949.” He projected 
a 7-point program for using tremendous power 
for industrial expansion of that area: 

1. Columbia river power should be sold to 
such industries and on such terms as help the 
long run and best developments of regional 
resources. 

2. Establishment of basic electric-process in- 
dustries should be followed by fabricating and 
supply industries so as to support the opera- 
tions of the basic industries and to provide 
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products for regional consumption at lower 
costs than obtained at present. 

3. New feasible industries should be financed 
and managed as far as possible by businessmen 
of the region. 

4. Research on new processes to use electric 
power and raw materials in the region must 
be stimulated by governmental agencies and 
the results of such research should be freely 
available for use by independent enterprise. 

5. Opposition of established industry to new 
competition from Northwest industry and the 
attempts of any industrial groups to control 
large amounts of Columbia river power must 
be prevented. 

6. Within the region, new industries should 
be encouraged to decentralize in accordance 
with the advantages of locational factors and 
of the “postage stamp” rate of the regional 
network, 

7. Columbia river power should be sold on 
such terms as contribute to the conservation 
of other resources of the region and as pre- 
vent the destruction of scenic and recreational 
assets. 

The administration, Raver said, did not an- 
ticipate any power surplus in the Pacific 
Northwest when the war ends. 


TVA Reports 


= Tennessee Valley Authority on Janu- 
ary Ist reported that it is now producing 
power at the rate of 10,000,000,000 kilowatt 
hours annually. This assertion was made as 
the TVA announced its annual report for the 
fiscal year ended last June 30th had been 
transmitted to the President and Congress, but 
would not be made public in full because it con- 
tains information “which might give aid, 
though certainly no comfort, to the enemy.” 

The agency, however, gave out this state- 
ment of its accomplishments during the year: 

Electric generating capacity was increased 
by almost one-third to 1,374,500 kilowatts, 
making TVA one of the nation’s greatest 
power producers with generation of power 
exceeding 6,000,000,000 kilowatt hours annu- 
ally through last June. 

More than 70 per cent of TVA power went 
into war production, largely in the big electro- 
metallurgical and electro-chemical plants in 
the valley, “including a large proportion of 
the nation’s aluminum production.” 

Construction was commenced on eight dams 
for “war production of power” and continued 
on three dams on shortened war-time schedules. 
Four dams and a large steam plant began 
operating, and 500 miles of transmission line 
were built, increasing the network by 10 per 
cent. 


Gas Rate Cut Protested 


HE United Mine Workers of America pro- 
tested recently at a Federal Power Com- 
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mission hearing that any reduction in base 
rates of the Cities Service Gas Company would 
tend to reduce coal miners’ wages in Missouri, 
Kansas, Oklahoma, and Arkansas. 

Harry Clark, attorney for the UMWA, 
an intervening petition filed in the commis- 
sion’s hearing, aimed at the gas company’s 
base rate, contended that a rate reduction 
would create a gas monopoly in the area, tend 
to lower coal output, and discourage invest- 
ments in the mining industry. 

The petition set out there were 18,000 mem- 
bers of the union employed in coal mines in 
the four states and that thousands of them 
would be thrown out of work if coal mining 
was forced to curtail because of the inability 
to compete with lower gas rates. The petition 
also contended that a reduction of gas rates 
would tend to defeat the government's effort 
to encourage greater use of coal to conserve 
gas and other fuels. 

The FPC on January 5th refused to con- 
sider the proposal by Cities Service to reduce 
its natural gas rates if the commission would 
drop its investigation into reasonableness of 
the company’s charges and ordered Trial 
Examiner Edwin Marsh to resume hearings. 

The commission declared the company’s 
proposal, read into the hearing record by 
company counsel, could not be considered offi- 
cial, and it accused the company of trying to 

“create the impression that a valid and bona 
fide offer of settlement has been submitted to 
the commission.” 

“Such a wide disparity exists between the 
staff's testimony and the company’s so-called 
offer that the public interest would suffer by 
acceptance of such proposal,” the commission 
added. 


May Force Gas Users to Convert 


I NDUSTRIAL users of natural or manufactured 
gas may be cut off from their gas supply 
if they possess but fail to operate stand-by 
equipment which burns coal or other fuel, the 
War Production Board announced January Ist. 

The action was taken by amendments to gas 
limitation orders which provide that WPB 
may prohibit delivery of gas to any consumer 
who has auxiliary heating equipment but does 
not use the substitute fuel when it is avail- 
able. In practice, WPB said, the amendments 
will apply mainly to industrial plants instead 
of smaller consumers. 

Another provision supplements the conver- 
sion campaign of the Office of Price Admin- 
istration and Office of Petroleum Adminis- 
trator by giving WPB power to prohibit de- 
liveries of gas to consumers who can convert 
to less critical fuel without unreasonable ex- 
pense or hardship, provided the conversion 
would help alleviate an actual or threatened 
gas shortage. This step is preliminary, it was 
stated, to development of a program of con- 
version from gas to coal, wood, or other less 
critical fuel. 
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Puerto Rican Property 
Expropriated 


pur F. Herrick, Federal attorney, late 
last month filed a second expropriation ac- 
tion against Puerto Rico Railway Light & 
Power Company and Mayaguez Power & 
Light Company under the War Powers Act, 
after the recent decision of the circuit court 
of appeals at Boston holding invalid the first 
expropriation action under the 1940 law. (See 
page 882, Pustic Utitities ForTNIGHTLY, De- 
cember 17, 1942.) 

The suit was filed on behalf of the Federal 
Works Agency, which had delegated operation 
of the companies to the Water Resources 
Authority and was by presidential direction 
a move to maintain Federal title and insular 
operation of the light and power companies. 

District Judge Ricardo Lacosta meanwhile 
granted the San Juan municipality an injunc- 
tion against the Water Resources Authority 
preventing the authority from taking title to 
the capital’s water system under a law passed 
in 1941 aimed at bringing all aqueducts and 
water supplies under control of the authority. 
Judge Lacosta ruled the law unconstitutional 
because it did not provide adequate com- 
pensation. 

Results of the latest court actions left the 
former Canadian-owned Puerto Rico Railway 
Light & Power Company, valued at $6,250,000, 
and the formerly Puerto Rican-owned Maya- 
guez Company, valued at $1,000,000 in posses- 
sion of the Federal Works Agency with op- 
eration by Water Resources Authority intact. 
Further litigation was expected, however, in 
view of the strong opinion of the first U. S. 
Circuit Court against the previous seizure. 

The second expropriation action by the Fed- 
eral attorney was taken on the basis of a let- 
ter from President Roosevelt to the Federal 
Works Agency in which the Chief Executive 
stated the shortage of electric power, plus the 
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national defense activities, demanded acquisi- 
tion of the companies, and their integration 
with other facilities operated by the Water 
Resources Authority. Considerable doubt, 
however, was cast upon the necessity for inte- 
gration through expropriation, not only by 
evidence adduced by private management but 
the experience of the War Production Board 
in continental United States where codrdina- 
tion of public with private power facilities has 
been found to yield just as satisfactory results 
in solving power shortages as unified manage- 
ment under the same ownership. 


Must Use Light Oil 


Sd ea major gas manufacturing com- 
panies along the eastern seaboard were to 
be ordered to make their gas with light oil in- 
stead of heavy oil by January 20th, it was pre- 
dicted late last month. The change, which ulti- 
mately may result in a 10 per cent increase in 
the consumer’s gas bill, is another result of the 
shortage in heavy oil, which is required by the 
Army and Navy and war production factories. 

Furthermore, experiments undertaken in the 
last few months have proved the feasibility of 
using a low-grade type of gasoline in gas 
manufacture, obtained as a by-product in the 
making of high octane gasoline for aviation. 
The low-grade variety, known as straight-run 
gasoline or forty-octane gasoline, may also be 
used eventually by the gas utilities. The Petro- 
leum Administration for War notified the gas 
concerns that they would have to change from 
heavy to light oil within a month. 

The change from one oil to the other does 
not entail any engineering difficulties, but the 
light oil, called gas or distillate oil, costs from 
3 to 4 cents more a gallon. To manufacture 
gas from it costs from 4 to 5 cents more per 
one thousand cubic feet of gas, since there is 
an additional loss to the gas firms in by- 
products, obtainable from heavy oil, which 
up to now they have been able to sell. 


California 


Gas Rate Cut Ordered 


HE California Railroad Commission on 

December 29th ordered Pacific Gas and 
Electric Company to reduce natural gas rates 
$1,326,700. The formal opinion and order were 
handed down after several hearings before 
Commissioner Carl C. Baker. 

This is the second reduction in Pacific Gas 
and Electric Company’s gas rates ordered by 
the commission within the last year, and is 
predicated upon an increase in the estimated 
natural gas reserves, particularly in the Rio 
Vista and Kettleman Hills fields. The rate re- 
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duction represents a complete overhauling of 
the basic rate schedules of the system. 

With the new reduction San Francisco will 
have the second lowest gas rate of any of the 
25 major cities of the nation, being exceeded 
only by Pittsburgh. The new rates are appli- 
cable over the entire Pacific Gas & Electric 
Company system and are effective on meter 
readings taken on and after February 15, 1943. 
The amount of rate reduction by communities 
varies as the new classification recognizes 
population, customer density, heat quality of 
gas supplied, earnings, and other essential rate- 
making factors. 
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Connecticut 


Plans Advance Orders 


TT Hartford Electric Light Company re- 
cently announced a plan which makes it 
possible for its customers to place advance 
orders for electric refrigerators, ranges, and 
water heaters, and thus get in line for early 
delivery on attractive’ terms after the war. 
At the same time the plan contemplates pres- 
ent investment of the customers’ payments 
under this plan in government bonds to assist 
the war effort and combat inflation. 


The company’s announcement pointed out 
that present shortages of material and labor 
make it difficult, if not impossible, for cus- 
tomers to obtain such articles. Old equipment 
is wearing out and must be replaced. New 
homes are needing large amounts of such 
equipment. New designs based on war produc- 
tion discoveries will outmode much present 
equipment. After the war the public generally 
will have many needs, all of which must be 
satisfied when production again becomes 
possible. 


Illinois 


Rates Ordered Cut 


T HE state commerce commission recently 
directed the Peoples Gas Light & Coke 
Company to reduce its rates to Chicago con- 
sumers by $3,437,955 a year, John D. Biggs, 
chairman, announced, and gave the company 
thirty days to file new schedules. This reduc- 
tion reflects a similar reduction in rates granted 
to the company as a result of the commission’s 
case against the Natural Gas Pipeline Com- 
any of America, affirmed by the United 
Rates Supreme Court last March. 

While the company filed a reschedule in 
June, reflecting a partial saving to the public, 
the commission, after a series of hearings, 
ordered that the full savings be passed on. 


The commission’s case, begun in 1938 before 
the Federal Power Commission, was not 
joined by the Peoples Gas Company or any of 
the seven IIlinois companies which benefited 
by the reduction granted. The Public Service 
Company of Northern Illinois and Western 
United Gas in the Chicago area have revised 
their schedules, and with issuance of the Peo- 
ples Gas Light & Coke Company order only 
one Illinois utility case is yet to be decided by 
the commission (the Kewanee Public Service 
Company). 

The Supreme Court made the reductions to 
the companies retroactive for a 20-month 
period ended March 31, 1942, and this sum is 
now being returned to the public under the 
direction of the Federal court. 


Indiana 


Gas Deal Ban Upheld 


A Cray Circuit Court order setting aside 
approval by the state public service com- 
mission of the purchase of the Indiana Gas 
Utility distribution system by the Terre Haute 
Gas Corporation was upheld December 30th 
by the Indiana Supreme Court. 

The Clay Circuit Court ruling was issued 
recently by Judge John W. Baumunk after 
prolonged litigation. Effect of the supreme 
court decision will be to require reéxamina- 
tion of the proposed sale by the present com- 
mission, 

The sale was approved by the com- 
mission, which preceded this one. The only 
member of the present commission who was 
a member when the order was issued, William 
A. Stuckey, dissented from the original pur- 
chase order. 

It was signed by Moie Cook and Perry Mc- 
Cart, then chairman. 

Judge Baumunk in addition to setting aside 
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the order permanently enjoined the two cor- 
porations from carrying out the proposed pur- 
chase. The order approving the purchase was 
issued December 31, 1940. 

The opinion upholding Judge Baumunk’s 
decision was written by Judge Curtis G. Shake 
and said in part: 

“We have carefully considered all of the 
evidence in the voluminous record. Much of 
it relates to the issue of fraud of which there 
was no proof or finding; to the relations ex- 
isting between members of the public service 
commission, which is no concern of ours; and 
to the question as to whether the interests of 
the people of Terre Haute would be better 
served by having natural gas rather than arti- 
ficiai gas made available to them, which is like- 
wise not for us to determine.” 

Approximately $1,500,000 worth of property 
at Terre Haute, West Terre Haute, Brazil, 
and Clinton is involved. It was believed the 
court’s decision would delay transfer of the 
property. 
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Wind Up 7-year Battle 


HE attempt of C. W. H. Bangs to put 
Huntington in the utility business, which 
resulted in long litigation and three contempt 
of court jail terms for the former mayor, was 
closed recently by dismissal of twenty suits 
cn appeal bonds posted in 1935. All the su‘ts 
were ready for trial but had not been pressed 
by the Northern Indiana Power Company, 
which won its injunction and was sustained 
by a decision of the state supreme court. 
The company filed its original suit January 
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1, 1935, when Mr. Bangs took office as mayor 
and connected domestic and commercial users 
to city lines, used before that time only to 
light streets ‘and parks. Later it made certain 
“customers” of the city defendants in the suits, 
and pressed two contempt citations against 
Bangs for failure to obey court orders. He 
spent nearly a year in jail as a result. The 
third contempt case came later when a receiver 
for the “outlaw” utility tried to gain posses- 
sion of money collected for current sold to 
pay creditors. The money, $4,300, is still miss- 
ing. 


Iowa 


Rate Cut Sought 


HE Des Moines city council, in a private 

meeting, last month decided to seek lower 
electric rates as well as a gas rate reduction. 
The councilmen had previously agreed to write 
a letter to C. A. Leland, general manager of 
the gas and electric utilites in Des Moines, 
to ask a cut in gas prices. After that meet- 
ing some of them thought the electric reduc- 


tion alsc was to be sought, but other council- 
men did not. 

As a result, the letter to Leland, drafted by 
City Solicitor Fred T. Van Liew and studied 
by the councilmen, mentioned only gas prices. 
Some of the councilmen criticized part of the 
language of this, they reported afterward, and 
the upshot was that further communications 
will be sent in connection with electric as well 
as gas rates. 


New Jersey 


Water Supplies Linked 


geen to prevent local shortages in the 
event of bombing or other disaster in 
7 north Jersey counties, a series of intercon- 
nections among 33 privately and publicly owned 
systems has been planned and partly put into 
effect, it was announced recently by George 
S. Burgess, chairman of the State Water Pol- 
icy Commission. 

The program takes in Hudson, Bergen, Es- 
sex, Passaic, Union, Middlesex, and Somerset 
counties. 


In order to provide 24-hour coverage 
of water needs, five directors of emergency 
operations have been named to serve a week 
at a time at a post where they may be reached 
in an emergency. 

Mr. Burgess said forty possible ways of in- 
terchanging water supplies have been worked 
out. “Existing interconnections and new ones 
ordered or under construction would be utilized 
so that various alternative reroutings of water 
could be made from one system to another, 
depending upon circumstances at the time a 
substitute supply became necessary,” he said. 


New York 


May Curtail Service 


pers its reserve stocks of oil for gas 
manufacture seriously depleted Consoli- 
dated Edison Company announced last month 
that it was putting several thousand of its 
largest gas customers on notice that it might 
have to curtail service to them if these stocks 
cannot be replenished. These customers, many 
of whom operate bakeries, restaurants, hotels, 
etc., were asked to put into effect such econ- 
omies of gas utilization as they could. 

The company stated that it was using every 
effort through the WPB and the Office of 
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Petroleum Coordinator to insure against the 
necessity of resorting to extreme methods. 
The company in a statement said that its 
plant and distribution capacity was ample, that 
its coal stocks were also ample, and that recent 
changes in its manufacturing processes had 
minimized the requirements for oil. Present 
reserves, however, are considerably below the 
twenty days’ supply normally carried. 


Commission Defers Action 


N motion of the Consolidated Edison sys- 
tem companies, the state public service 
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THE MARCH OF EVENTS 


commission recently deferred action on its 
appl'cation for a bimonthly meter reading and 
billing of electricity used only for refrigera- 
tion. The companies will renew their applica- 
tion next September or October. 

This application was in no wise involved in 
the pending application for bimonthly meter 
reading and billing of consumers of electricity 
for lighting and heating. 


Gas Conservation Urged 


HE State public service commission, warn- 

ing of an impending shortage, recently ap- 
pealed to central and western New York con- 
sumers to Conserve gas. The natural gas sup- 
ply is dwindling and rat’oned fuel oii is used 
to produce manufactured gas, the commission 
said. 

The appeal followed a survey by Commis- 
sioner Maurice C. Burritt to determine ade- 
quacy of the supply and ability of certain com- 
panies to meet consumer demands. Most gas- 
producing utilit’es west of Albany were in- 
cluded in the investigation. 


Asks Retention of Rights 


PECIFIC but limited recommendations for 

tax reduction, and a call for an increase in 
the social services now rendered by the state 
to its people, were made on January 6th by 
Governor Dewey as he gave in person his first 
message to a joint session of both houses of 
the state legislature at Albany. 

The governor adopted as his own a number 
of the recommendations made by former Gov- 
ernor Poletti and the Democratic minority 
leaders of the legislature, just before the old 
year ended, and which the Democrats pressed 
on January 6th by introducing bills to carry 
them out. 

Heading these, from a political standpoint, 
was the recommendation by the governor that 
the state follow up the recent decision of the 
court of appeals in the Niagara Falls power 
case, and start charging the power companies 
for all of the water which they divert. 

Coupled with this was a declaration that 
all water rights should be inalienable to the 
state in the future. 


Ohio 


Emergency Line Averts 
Shortage 


AY emergency gas line connection, installed 
by the Ohio Fuel Gas Company, at re- 
quest of the War Production Board last month, 
brought a partial answer to an acute gas sup- 
ply shortage in Youngstown, Akron, Cleve- 
land, and Canton. 

Natural Gas to these cities, supplied by the 
East Ohio Gas Company, was reduced about 
30 per cent of normal when a flood-created 
landslide broke two pipe lines at Hastings, 
West Virginia. 


Officials of the East Ohio Gas Company 
appealed to the Ohio Fuel Gas Company and 
approximately 5,000,000 feet of gas of the lat- 
ter firm would be diverted daily to lines of 
the former company during the emergency, 
Clyde Phillips, manager of transmission for 
Ohio Fuel, said. 

Making possible the supply, Mr. Phillips 
said, was the recent installation of a line con- 
necting the two firms’ lines at Hinkley, Medina 
county. This connecting line, he said, was in- 
stalled at the suggestion of the War Produc- 
tion Board to assure adequate gas for Cleve- 
land during cold weather. Many war indus- 
tries utilize gas there. 


Pennsylvania 


pleasure driving, and also constitute a traffic 
hazard because of the motorman’s double réle. 


Hits One-man Trolleys 


OUNCILMAN Eugene J. Hagerty declared 
C war on one-man trolley cars recently. He 
introduced an ordinance that would require the 
Philadelphia Transportation Company to pro- 
vide a conductor as well as motorman on every 
car and 1f there are not enough men, to use 
conductorettes. 

“Women workers in transportation systems 
are nothing new in this country,” Hagerty, 
one of the two Democratic councilmen, de- 
clared. 

Hagerty contended one-man tro’!«:’s aggra- 
vate the transportation problen which is 
rendered even more acute by the bau on all 
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Appeal Halts Rate Cut 


A REDUCTION in gas rates for some 160,000 
western Pennsylvania customers of the 
Peoples Natural Gas Company was delayed in- 
definitely December 29th as the company filed 
with the state superior court an appeal from 
the recent order of the state public utility com- 
mission. 

The appeal also will hold up the payment of 
more than $3,000,000 which the commission had 
ordered refunded to domestic consumers for 
alleged overcharges during 1939, 1940, and 
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1941. The case has been pending five years. 

In its final order, entered last December 7th, 
the commission described the Peoples’ rates as 
“unreasonable and excessive,” and besides or- 
dering the reparations prescribed an average 
reduction of nearly 15 per cent in monthly 
bills of consumers. This, it was estimated, 
would reduce the costs of gas to consumers by 
$1,016,323 yearly. 


The company in its appeal contended that 
the evidence in the case does not justify the 
commission’s conclusions and that enforcement 
of the order would be confiscatory. The com- 
pany also petitioned the superior court for an 
order of supersedeas, the effect of which would 
be to postpone the carrying out of the com- 
mission’s order until the court decides the is- 
sues on appeal. 


Rhode Island 


Fare Boost Appeal Rejected 


HE Interstate Commerce Commission late 

last month ordered railroads serving the 
state to increase their intrastate commutation 
fares by 10 per cent, the amount of the inter- 
state fare increase of last March; but Thomas 
A. Kennelly, state public utilities administra- 
tor, said the state would fight the increase. 


Kennelly opposed the intrastate fare raise 
when it was announced, and the case was taken 
to the ICC, which on September 8th gave Ken- 
nelly and the New York, New Haven & Hart- 
ford Railroad sixty days to adjust fares to 
conform to its finding. The state appealed, 
however, and in rejecting the appeal the ICC 
ordered the commutation rate increase to be 
put into effect by February 20th. 


Texas 


Seeks Franchise Renewal 
7 Lone Star Gas Company recently sub- 


mitted a formal application to the Denison 
city commission for a 20-year franchise with 
the request that the matter be submitted to the 
voters at an election. The application was 
accompanied by a check to cover costs of an 
election as required by the city charter. 
Byron Mitchell, manager of the company in 
Denison, said his firm was encouraged by the 
response citizens made in a postcard poll. 


The original franchise, granted by voters 
of Denison in 1912, expired last July and the 
city commission since has sought to purchase 
distribution facilities of the company in that 
city. 

Under provisions of the original charter, 
the city has a right to negotiate with the com- 
pany for the property. 

he gas company has contended the city 
forfeited its right to negotiate by seeking such 
procedure four months after the franchise 
elapsed. 


Wisconsin 


Cuts Electric Rate 


N electric rate reduction, amounting to 

$1,555 a year, for users in Reedsburg, 
will go into effect with this month’s reading, 
the Reedsburg utility commission announced 
recently. Rate reductions will be made in both 
residential and commercial lighting. 

The residential rate for the first 40 kilowatts 
has been reduced from 3 cents to 2% cents net. 
The commercial reduction is the same but 
covers the first 150 kilowatts. The reduction 
gives this city the fourth lowest rate in the 
state for cities between 2,500 and 10,000 popu- 
lation, L. E. Spraetz, superintendent of the 
department, announced. 

The rate for 100 kilowatts has dropped from 
$7.50, charged in 1918, to $2.90 for 1943 in 
the residential bracket, and from $7.50 to $3.50 
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for 100 kilowatts in commercial lighting. 


Commission Vacancy 


Cs Walter S. Goodland on January 
_5th appointed Willis E. Donley, Meno- 
monie attorney, as his executive counsel, and 
was reported considering former Senator 
Jesse M. Peters, Hartford Republican who 
was defeated for reélection in the primary last 
fall, for appointment to the state public serv- 
ice commission. 

Goodland, who will make the commission 
appointment to fill the vacancy created by the 
resignation of Commissioner Robert Nixon, 
refused to confirm the Peters rumor and said 
“TI haven’t made up my mind yet. I’m not going 
A ae anyone who isn’t qualified for the 
job. 
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Limitation on Telephone Conversations 
By Automatic Cut-off 


HE Pennsylvania commission or- 
dered the discontinuance of the 
practice of terminating local telephone 
messages to individual line subscribers 
at Johnstown exchanges of the Pennsyl- 
vania Telephone Corporation, but per- 
mitted the practice of terminating local 
messages to party-line subscribers for 
the duration of the present emergency. 
The company, in constructing a new 
central office building in Johnstown, had 
installed automatic dial equipment. This 
included an automatic disconnection de- 
vice for terminating certain local ex- 
change calls at a minimum of six and a 
maximum of eight minutes. The com- 
pany’s rules and regulations define a 
local message as a message five minutes 
or less in duration. The commission did 
not, however, accept the company’s in- 
terpretation of this rule as permitting the 
cut-off practice. 

One of the rules permits the company 
to suspend service at its discretion for 
violation of the company’s rules and 
regulations, but the commission did not 
consider suspension as synonymous with 
automatic disconnection. It was also 
noted that the rule permits suspension 
without notice to the subscribers. This, 
it was said, is contrary to the policy of 
the commission. The commission added : 


Notwithstanding, if it were assumed that 
the foregoing definition of a local message 
and rules applicable to suspension or discon- 
nection of service established respondent’s 
right to terminate local exchange service by 
the cut-off device, the fact remains, and re- 
spondent does not contend otherwise, that re- 
spondent is then rendering a class of local 
exchange service to private branch exchange 
and rotary subscribers different from the 
class of local exchange service to individual 
and party-line subscribers. This difference 
between classes of subscribers is not estab- 
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lished by the effective tariff. It may be con- 
tended that respondent has the option of sus- 
pending or discontinuing service according 
to its rules and regulations but we believe 
that when such option is exercised in a man- 
ner which will extend privileges to certain 
groups or establish grades of service, it is 
necessary that the tariff specifically provide 
therefor. 


While it might be true that the service 
rendered in the Johnstown exchanges 
and other exchanges similarly equipped 
with the automatic cut-off was different 
from the type of service rendered on 
manual type exchanges, or automatic 
dial type exchanges which are not 
equipped for automatic cut-off, the com- 
mission did not believe such differences 
in service between localities or exchanges 
could be considered unreasonable. 

The commission recognized the fact 
that reasonable and proper standards of 
service in telephone companies may vary 
according to the number and relative 
proximity of subscribers, the uses of 
service, and the ability of subscribers to 
pay. The commission continued : 


In order to render reasonable and proper 
telephone service upon small rural and urban 
exchanges, it may be necessary to install the 
automatic cut-off feature as a means of 
keeping within the economically justified in- 
vestment in plant or as a means of equitably 
distributing service to multiparty-line sub- 
scribers, which in the instance of rural serv- 
ice may involve ten to twenty-five parties 
upon a single circuit, but it does not neces- 
sarily follow that the elements which make 
the installation of the device reasonable in 
small rural and urban exchanges, would 
therefore justify the installation of the de- 
vice in large metropolitan exchanges. 

Local telephone service has been furnished 
by large metropolitan exchanges within the 
commonwealth without the use of the cut-off 
device and without any significant showing 
of necessity or desirability of the cut-off on 
such service. 
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Allowance of the continued practice in 
the case of party-line subscribers was 
based upon evidence that the company 
would be unable to obtain favorable 
priorities upon the trucking facilities and 
equipment which would be required in 
the event of discontinuance of operation 


of the cut-off device. It was said to be 
necessary under the circumstances for 
the company to ration telephone service 
upon the Johnstown exchanges for the 
duration of the war. Public Utility Com- 
mission v. Pennsylvania Telephone Corp. 
(Complaint Docket No. 13325). 


e 


Fare Increase Authorized Because of Financial 
Distress 


fs Tennessee commission author- 
ized the Johnson City Transit Com- 
pany, Inc., to increase its cash fares from 
the prevailing 6 cents to 10 cents and to 
increase token fares from the prevailing 
price of five tokens for 25 cents to two 
tokens for 15 cents, each token to be good 
for one 10-cent fare throughout the com- 
pany’s operation. A city ordinance ap- 
proved the increase and no protests were 
offered. 

Commissioner Jourolmon concurred 
in the short-term result of the order, but 
expressed the view that the relief granted 
because of present financial distress of 
the company should have been through a 
temporary rate prescription rather than 
through a permanent rate order. After 
discussing factors involved, such as lack 
of operating and statistical records, the 
effect of a rate increase in view of gaso- 
line rationing and a decrease of private 
automobile use, and high interest charges 
on borrowed funds, he referred to the 
national policy as to war-time rate mak- 


ing. 


HE Arkansas Department of Pub- 

lic Utilities ruled that it can fix re- 
troactive rates and order refunds, in a 
case where it ordered a refund of exces- 
sive revenue received in 1942. A rate in- 
vestigation had been started in 1937. Dur- 
ing the investigation, from time to time as 
the facts seemed to justify, the depart- 
ment had ordered various rate reduc- 
tions, the last of these being ordered in 
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Commissioner Jourolmon said in part: 


. it seems to me that the granting of a 
permanent rate increase at the present time 
is contrary to sound principles of war-time 
rate making. It is the established policy of 
our national government, especially as made 
effective through the machinery organized 
under the Office of Price Administration, to 
curb price inflation, including inflation in 
utility rates, throughout the period of the 
war except in cases where increases are 
necessary or unavoidable. In accordance with 
this national policy, it is the duty of public 
service commissions throughout the country 
not to grant increases in utility rates during 
the war except in cases of dire need and 
where such increases are essential to keep 
companies in business. Such a national policy 
makes it incumbent upon public service com- 
missions to resist utility rate increases where 
not absolutely necessary, and to limit such 
rate increases to longer or shorter war-time 
periods where necessary. Thus precedents 
have already been established throughout 
the country in war-time rate cases in which 
at the most the increases granted have been 
“for the duration of the war and six months 
thereafter.” 


Re Johnson City Transit Co., Inc. 
(Docket No. MC-1446). 


e 


Commission Asserts Power to Order Refund 


the early part of 1942. But revenues 
amounting to $625,000 in excess of what 
the department believed reasonable were 
received in that year. 

While the rates which resulted in the 
excess revenue were under the circum- 
stances permitted by the department, that 
fact, it was said, should not prevent the 
department from taking any reasonable 
action within its powers that would se- 
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cure return of the excess to consumers. 
The department did not doubt that it had 
power to enter an order prior to January 
1, 1942, reducing rates for the ensuing 
year to the extent of the excess. The 
department said further: 


By the order entered and served in this 
cause on July 2, 1937, the department ac- 
quired jurisdiction of the respondent for 
the purposes of a general rate investigation. 
This jurisdiction was not lost by any of the 
rate reduction orders subsequently issued. 
They were, like this order, merely interim 
orders based upon facts then before the de- 
partment. They in no sense ended the in- 
vestigation. 

The department is of the opinion that it 
has the power to issue a rate order at any 
time while it has jurisdiction of the parties 
and cause; that it can make the order ef- 
fective on any date prior to its issuance, sub- 
sequent to acquiring such jurisdiction, and 
that it can require any public utility to re- 
fund any amounts which it may have coi- 
lected in excess of the new rate between its 
effective date and that of its issuance. While 
the department believes it has such power 
and jurisdiction it should, however, not re- 
quire refunds after the utility has made com- 
mitments which would result in expenditure 
of the said difference, even though it repre- 
sents excess earnings. 

While the act creating and empowering 


the department has not been construed by 
our supreme court, courts of other states 
have construed acts similar to ours. In each 
instance the regulatory authority was held 
to have the authority and the power which 
the department now holds it has, as set out 
above. 

The department, after referring to de- 
cisions in other jurisdictions, concluded 
that it had the power and jurisdiction to 
enter an order putting into effect rates 
as of January 1, 1942, and directing that 
any amounts collected by the company in 
excess of those rates be refunded. Since, 
however, an upward change in rates 
might be required in the future, the de- 
partment deemed it wiser to order a re- 
fund of the amount of excessive reve- 
nues received in 1942 instead of putting 
into effect retroactively schedules reduc- 
ing rates and then ordering a refund of 
the difference between the old and the 
new rates. The result in either event 
would be exactly the same, and, said the 
department, where the result of either of 
two courses is the same, no one can suc- 
cessfully urge that the department pur- 
sued the wrong course. Re Arkansas 
Power & Light Co. (Docket No. 225). 


e 


Order Requiring Odorization of Natural 
Gas Invalid 


Ii a suit by a gas customer for personal 
injuries from a gas explosion a Texas 
court held invalid a rule of the railroad 
commission requiring corporations to 
odorize natural gas. The court answered 
in the affirmative a question certified by 
a lower court as to whether the order was 
void because it was too vague, uncertain, 
unreasonable, and capricious. The order 
was as follows: 


The malodorant agent to be introduced in- 
to natural gas shall be of such character as 
to indicate by distinctive odor the presence 
of gas when such gas is present in concen- 
trations not greater than one per cent by vol- 
ume. ... By this is meant that the gas shall 
be given an odor by adding an agent that 
will vaporize, dissolve in, or be so mixed 
with gas ... as to produce an odor readily 
perceptible to a normal or average olfactory 
sense of a person coming from fresh, un- 
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gasified air when gas is present not more 
than one part to ninety-nine parts of air in 
cases of natural gas . 


When the state, whether by statute or 
by order of some governmental agency, 
promulgates a rule of conduct for the 
citizen, the court said, it must speak in 
specific and definite terms so that he may 
clearly understand what is required of 
him. Unfortunately, the court continued, 
the order was definite and specific in 
only one particular, and therein lay its 
vice. It required odorization when gas is 
present in the air in any proportion pro- 
vided it does not amount to more than 
one part of gas to ninety-nine parts of 
air. In this respect there was said to be 
nc ambiguity. The court continued : 


While it probably was not so intended by 
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the commission, the order clearly calls for 
odorization although gas may be present 
only in infinitesimal proportion. In quantity 
so minute as to be wholly inconsequential 
and utterly without dangerous potentialities 
to the user, but which can never be definitely 
determined by the one charged with the 
obligation to perform. The law does not de- 
mand the impossible or the vain. If it at- 
tempts to do so it is unreasonable and the 
attempt is void. Below what proportion in 
the union of gas and air is the presence of 
the gas harmless? At what proportion in the 
union does the presence of gas become dis- 
coverable because of the malodorant? Con- 
versely, below what proportion is its pres- 
ence not so discoverable? Obviously these 
questions are open to debate and that 


ze 


is sufficient to invalidate the order. 


Again, the order, in the opinion of the 
court, did not accord due process because 
it essayed to apply to situations wherein 
no public purpose could be served but an 
individual burden was imposed. The up- 
per limit of the proportion of gas and air 
when odorization was required was ab- 
solutely fixed at one to ninety-nine. The 
court could not say that it required 
odorization when the proportion was 
greater than one per cent or that the com- 
mission intended so to require. Lone Star 
Gas Co. v. Kelly et ux. 165 SW (2d) 446. 


FPC Rules on Write-ups and Other Accounting 
Entries by Power Company 


N a proceeding under the Federal 

Power Act relating to reclassification 
and original cost studies of the Pacific 
Power & Light Company, the Federal 
Power Commission directed the charg- 
ing of write-ups to Earned Surplus and 
disposed of various other questions of 
accounting. Since it was conceded that 
the company owns and operates facilities 
for the transmission of electric energy in 
interstate commerce and sells electric 
energy at wholesale in interstate com- 
merce, the commission declared that it 
is, therefore, a “public utility” within the 
meaning of that term as used in the Fed- 
eral Power Act. 

This company had been organized by 
the American Power & Light Company, 
which owned all its capital stock and, ac- 
cording to the commission’s findings, had 
complete control and domination. Prop- 
erties were transferred to the Pacific 
Company at an amount in excess of ac- 
tual cost to the parent. The commission 
ruled that this excess was not a bona fide 
cost but a “fictitious increment” consti- 
tuting a write-up of electric plant and 
properly classifiable in Account 107, 
Electric Plant Adjustments. It was 
stated : 

Pacific concedes that a direct mark-up of 


assets is a write-up, but it would have us 
believe that the same result accomplished 


JAN. 21, 1943 


through the device of a new corporate entity 
validates the excess over cost to the parent 
seller. We will not permit such a subterfuge 
to obscure the real transaction or its pur- 
pose. We will look through the form to the 
substance. 

The company urged that the “present 
fair value” of its property fully sup- 
ported its security structure and there- 
fore contended that the write-up should 
be permitted to remain in its plant ac- 
count, or, to put it another way, that al- 
leged values had caught up with and ab- 
sorbed the write-ups and for that reason 
they should be left undisturbed. The 
commission disagreed. 

Having determined that this so-called 
write-up was not a valid cost, the com- 
mission then ordered that it be disposed 
of by a charge to a special reserve which 
had previously been set up in connection 
with transactions associated with the 
transactions which gave rise to the write- 
up. The amount in excess of such special 
reserve was required to be charged to 
earned surplus. 

Elimination of amounts representing 
intangibles was ordered by amortization 
over a period of ten years. The commis- 
sion said : 

The record shows that it is not at all feas- 
ible, and probably not possible, to segregate 
the intangibles according to their nature. 
Good will, going value, franchise value, and 
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monopoly value tend to merge. They are all 

rooted in and are associated with prospec- 

tive earning power. See “The Law of Good- 

will,” G.A.D. Preinreich, 11 Acctg. Rev. 317, 

326 (1936). 

It is common knowledge that intangibles 
have questionable continuing value even in 
an unregulated industry. They should not be 
permitted to rest permanently in the accounts 
of a public utility, and the record of this 
case shows that the proper accounting treat- 
ment is to amortize them rapidly. 

The amount of an underretirement 
representing the difference between book 
cost of nonelectric properties and a lesser 
amount at which they had been retired 
was required, to the extent that it ex- 
ceeded the depreciation reserve for non- 
electric properties, to be transferred to 
earned surplus instead of being charged 
to depreciation reserve for electric prop- 
erties. The company asserted that the de- 
preciation reserve for electric properties 
was sufficient to absorb the underretire- 
ment. 

The commission, although not agree- 
ing, held that in any event there is 


good reason to hold that where a reserve 
has been provided for electric properties, 
chiefly by charges to electric expenses, 
the resulting reserve, even though exces- 
sive, should not be diverted in whole or 
in part to absorb a loss in some other 
department. 

Adjustments were also made in ac- 
counts relating to additional organiza- 
tion expense, investment in stock of an- 
other company, unamortized debt dis- 
count and expense, and other items. Dis- 
count and expense relating to matured 
indebtedness, the commission held, 
should be charged to earned surplus and 
a pro rata portion of unamortized debt 
discount. Expense relating to maturing 
bonds should be charged off to earned 
surplus arid there should be included in 
income accounts for the future the pro- 
portionate part of the unamortized debt 
discount and expense applicable to such 
future years until the amount is extin- 
guished. Re Pacific Power & Light Co. 
(Docket No. IT-5611, Opinion No. 84). 


e 


Court Refuses to Interfere with 
FPC Investigation 


N unsuccessful effort was made by 

the Mississippi Power & Light Com- 
pany to restrain the Federal Power 
Commission and its agents in an investi- 
gation of the company’s books and rec- 
ords. The circuit court of appeals, fifth 
circuit, dismissed a petition to review an 
order directing the investigation and to 
stay proceedings under the order pending 
review. 

The court also affirmed a district 
court judgment dismissing a proceeding 
against the investigators. 

The court held that it had no jurisdic- 
tion to review the commission order and, 
consequently, no power to grant a stay 
of proceedings under it. The court’s 
normal jurisdiction, it was pointed out, 
ls Over appeals from the district court. 
Special statutes have conferred special 
powers over other matters, such as the 
special power granted by § 313 of the 
Federal Power Act over orders of the 
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commission. This does not, however, ex- 
tend to “mere preliminary or procedural 
orders such as this one is.” 

The complaint against the individual 
investigators alleged that two of them 
were citizens and residents of Maryland 
and two were citizens and residents of 
Washington, D. C., all temporarily so- 
journing in Mississippi. The district 
court judge had held that there was no 
jurisdiction over the persons of the de- 
fendants in the southern district of Mis- 
sissippi and dismissed the complaint. 
The appellate court, although having 
some misgivings about the citizenship of 
the two defendants residing in Washing- 
ton, assumed that they were citizens of 
some state other than Mississippi. The 
court continued : 


Each is entitled to be sued in the district 
of which he is an inhabitant, with exceptions 
not here involved. 28 USCA § 112(a). The 
option, in cases where Federal jurisdiction 
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is founded only on the fact that the action Power Act makes a special venue provi- 
is between citizens of different states, to sue sion which governed in this case and au- 
in the district of residence of the plaintiff thorized suit was rejected, since there 


does not avail here because the Federal . ie ‘olati 
jurisdiction rests also on the ground that the Was no suit to enjoin a violation of the 


suit arises under the Constitution and laws Federal Power Act or a rule, regulation, 

of the United States. Citizens of - = or order thereunder. Alleged wrongs by 

sojourning in another state may ordinarily : : 

be sued in the courts of the latter state if the Sw ee seg court — wor 

they can be served with process there, but "ot violations of the act or an order pur- 

this is not true in the Federal courts. suant to it. Mississippi Power & Light 
Co. v. Federal Power Commission, 131 


A contention that § 317 of the Federal F(2d) 148. 


e 
Right to Demand Heating Service 


COMPANY operating a heating utility preme court decisions interpreting this 
has an obligation to render service statutory provision, held that service 
on demand to at least those persons resid- must be furnished, stating: 
ing in the portion of the city where the It may or may not be true that the exten- 
utility has its mains, according to a deci- sion of service to the Murphy home will 


sion of the Wisconsin commission. The diminish or impair the service rendered to 
. ; existing patrons of the utility, but existing 


es involved was operating under patrons have no more legal right to service 
an indeterminate permit in La Crosse. from the utility than does Murphy. The 
Complaint had been made to the com- right of service from a utility is not a prop- 


secs T : erty right. The utility has an obligation under 
mission by Eugene W. Murphy, whose § 196.03 to render reasonably adequate serv- 


home was heated by an individual oil- ice at least in the area where its facilities 
burning hot-water heating plant. The are located. 
house under a former owner had been It is evident that the company is engaged 


heated by the utility for a period of near- in a piecemeal abandonment of heating util- 
ly ten years. with service discontinued in ity service at La Crosse because such utility 
7 y ’ ed 1 has not yielded as large earnings as have the 


1910. The utility contended that it did company’s electric and gas utilities at La 
not have available the service which was Crosse. We, as a regulatory body, cannot 
sought without rebuilding a substantial catigoms the er a a of = gti > 
. “1: the company. the company does not wan 
part of the whole heating utility system to continue as a public heating utility at La 
and without rebuilding mains and laterals Crosse, it has its recourse by proper proceed- 
in the area near Murphy’s residence. It ing under the utility law. From the record 
was further contended that the mains and in this case it is evident that when and it 
laterals near his h loaded the lateral in the alley back of the Murphy 
: s home were loaded to premises is no longer fit for service, the 
near Capacity. — company will decline to render service to 
The commission, after referring to the the customer connected thereto rather than 
statutory requirement that every public replace the lateral. 
utility is required to furnish reasonably Murphy v. Northern States Power Co. 


adequate service and facilities and su- (2-U-1874). 


e 


Other Important Rulings 


: Colorado commission, after the decision that the company should be 
entering of a final decree by the dis- _ limited to an operating income of 6} per 
trict court enjoining a commission rate cent. Re Colorado Utilities Corp. (Case 
order, found in conformity withthecourt No. 4664, Decision No. 19741). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, will 
be published in full or abstracted in Public Utilities Reports. 
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RAYTOWN CHAMBER OF COMMERCE v. CENTRAL DIST. CO. 


MISSOURI PUBLIC SERVICE COMMISSION 


ne Raytown Chamber of Commerce 
UV 


Central Distributing Company 


[Case No. 10,270.] 


Payment, § 57 — Deposit or guaranty. 
1. A rule requiring a deposit or guaranty of payment, not in conflict with 
the general order of the Commission governing such matters, should be 
125 approved, p. 67. 


" Payment, § 53 — Penalty to enforce — Reasonableness. 


2. A rule requiring gas customers to pay 1 cent per hundred cubic feet on 
delinquent bills should be modified to provide for a penalty of 5 per cent, 
p. 67. 

Payment, § 52 — Service denial to enforce — Reconnection charge — Penalty. 


3. A gas utility operating in widely scattered territory during a period 
of war should be permitted to add its 5 per cent penalty to bills when paid 
after service denial for delinquency and also an additional charge of $2 
as a reconnection charge because of the extra amount of work involved 
in driving to the customer’s premises to turn on and turn off service, 


p. 67. 
[November 5, 1942.] 


OMPLAINT against rule relating to deposit, guaranty, and 
C penalties; rule approved in modified form. 


» 


v- By the Commission: This case is City in Jackson county. The gas serv- 
before the Commission upon a com- ice is furnished by the use of natural 
1S- plaint filed by the Raytown Chamber gas purchased from a gas transmis- 
of Commerce. This complainant is a sion company. 
corporation whose members are citi- The complaint is particularly against 
zens of Jackson county. They reside the rules and regulations of the de- 
in the unincorporated community fendant, and its practices in enforc- 
known as Raytown. The complaint is ing the rules. The rules in question 
against the Central Distributing Com- relate to deposits that may be required 
pany, a Missouri corporation engaged by the defendant taken for the pur- 
as a public utility in the furnishing of pose of guaranteeing the payment of 
gas service to a number of cities and bills for gas service, and the amount of 
towns located in the central part of penalty exacted by the defendant if 
the state, and particularly in the unin- a bill is not paid by a certain date. 
corporated area outside of Kansas After notice had been given to all par- 
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ties interested in the matter, the case 
was heard at Jefferson City on the 
26th day of October and submitted 
upon the record then made. 

It is shown that the defendant now 
has on file as a part of its schedule 
governing the furnishing of gas serv- 
ice the following rules and regulations 
against which the complaint is made: 

“2. Customer Shall Satisfactorily 
Secure Account. If the customer is 
not a freeholder or cannot give satis- 
factory evidence of financial responsi- 
bility, he shall upon request of the 
company give a reasonably safe guar- 
anty in an amount sufficient to secure 
payment of bills for fifty days’ supply 
of gas, and whenever such security is 
found to be insufficient, the customer 
shall upon further request of the com- 
pany make a cash deposit not exceed- 
ing the amount of the monthly aver- 
age of the annual consumption by 
such customer plus 30 per cent. The 
company shall pay interest at the rate 
of 6 per cent per annum on such cash 
security deposited and may at its op- 
tion upon having sufficient experience 
with the customer’s habits of pay- 
ment, refund such deposit, and require 
no security so long as such customer 
makes payment in a manner satisfac- 
tory to the company. 

“The company shall refund such 
deposits when the delivery of gas has 
been discontinued and upon payment 
of all bills due the company and sur- 
render of deposit receipt by the cus- 
tomer. 

“1. No deposit is required from: 

“(a) Applicant who is the owner of 
the real estate at thé place of applica- 
tion or is the owner of other real es- 
tate receiving service from the same 
place ; 
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“(b) Applicant known to the com. 
pany to be financially responsible 
through company records covering 
dealings for a period of two years or 
more ; 

“Patrons of the above classes, upon 
establishing this credit, are entitled to 
be refunded deposits previously made; 

“(c) A patron not within the above 
classifications but now served without 
deposit. This exemption is permit. 
ted until such patron becomes delin- 
quent. 

“2. Cash Deposits. See Original 
Sheet No. 3, Rules and Regulations 
Governing the Distribution and Sale 
of Gas. Section 1, General Paragraph 
Fi 

On August 8, 1942, the defendant 
filed revised rules made for the pur- 
pose of what it states “to clarify the 
present rules.” These rules proposed 
are as follows: 

“2. Customer Shall Satisfactorily 
Secure Account. Each customer shall, 
at any time, upon request of the com- 
pany make a cash deposit of an amount 
not to exceed said customer’s estimat- 
ed bill covering one full billing period 
plus thirty days, or at the option of 
the company furnish a personal guar- 
anty of a responsible person satisfac- 
tory to the company. In any case 
where such customer’s deposit is less 
than the maximum provided in this 
paragraph then such customer upon re- 
quest by the company shall make an 
additional cash deposit sufficient to se- 
cure said account within said maxi- 
mum. The company shall pay inter- 
est at the rate of 6 per cent per annum 
on such cash security deposited pro- 
vided said cash deposit remains for a 
period of at least six months, and pro- 
vided further that the rate of interest 
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of such cash deposit shall be only 3 
per cent per annum if the company 
shall keep such cash deposit in a sepa- 
rate and distinct trust fund and de- 
posited as such in some bank or trust 
company and not used by the utility in 
the conduct of its business. The com- 
pany may at its option refund any de- 
posit, and require no security so long 
as such customer makes payment in 
a manner satisfactory to the company. 
The company shall refund such depos- 
it when the delivery of gas has been 
discontinued and upon payment of all 
bills due the company and surrender 
of deposit receipt by the customer.” 

It does not propose to cancel the 
rule by which it adds a penalty of 1 
cent per hundred cubic feet for bills 
not paid ten days after the date of 
the bill. The complainant states that 
although the defendant now has on 
file with this Commission a rule gov- 
erning the guaranteeing of payment 
of accounts the rule as the defendant 
proposes to file it is unreasonable and 
harsh. 

Rule No. 12 of General Order No. 
20 issued by this Commission, effec- 
tive October 1, 1915, authorized gas 
utilities to require deposits in con- 
formity with the following: 

“Each utility may require, at any 
time, a cash deposit or a personal 
guaranty of a responsible person, at 
its option, from any consumer before 
metered service is furnished; provid- 
ed that the amount so required to be 
deposited or guaranteed shall not ex- 
ceed an estimated bill covering one 
billing period plus thirty days from 
such consumers. 

“Interest at the rate of 6 per cent 
per annum, payable annually or upon 


the return of any deposit covering the 
time of the deposit, shal! be paid by 
the utility to the consumer upon every 
cash deposit so required; provided 
said cash deposit remains for a period 
of at least six months; provided, fur- 
ther, that the rate of interest of such 
cash deposit shall be only 3 per cent 
per annum if the utility keeps such 
cash deposit in a separate and distinct 
trust fund and deposited as such in 
some bank or trust company and not 
used by the utility in the conduct of 
its business; and provided, further, 
that this rule shall not be construed 
so as to conflict with the charter pro- 
visions of any city. 

“Instead of the annual payment of 
interest on cash deposits as stipulated 
above, any other interval between pay- 
ments agreed to in writing by con- 
sumer will be satisfactory to the Com- 
mission. 

“If the reasonableness of any rule, 
regulation, or practice of any utility 
with reference to cash deposits or per- 
sonal guaranty is challenged, the Com- 
mission shall, upon complaint and in- 
vestigation, prescribe the proper rule, 
regulation or practice which shall 
thereafter be followed.” 

[1-3] It does not appear that the 
rule the defendant now has in effect 
or the rule it proposes will conflict 
with Rule No. 12 of that General Or- 
der. It is not the intention of the 
Commission that the defendant shall 
understand the Commission approves 
of any arbitrary action on its part at 
this time in requiring its customers to 
make a deposit, customers who have 
been taking gas service from it for a 
considerable time and have a good 
paying record. On the other hand, 
the Commission can understand how 
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the defendant must be permitted to 
operate its business for the good of 
all customers and not for the good of 
any one or few who may take advan- 
tage of any rule the defendant may 
have in effect. If a customer becomes 
delinquent in his account the defend- 
ant must, of course, be permitted to 
discontinue service if payment is not 
made within the time prescribed. The 
defendant states that it allows its cus- 
tomers until the 18th of the month 
before service is actually discon- 
tinued, even though the bills were sent 
out on or near the first of the month. 
Any claim of discrimination is, of 
course, removed when the defendant 
complies with Rule No. 12 of Gener- 
al Order No. 20 by paying interest at 
the rate of 6 per cent on a deposit held 
in accordance with the conditions 
fixed in that rule. 

Concerning the rule by which the 
defendant requires its customers to 
pay 1 cent per hundred cubic feet on 
delinquent bills not paid within ten 
days of the date of the bill, it appears 
that the penalty applied is harsh and 
should be modified. A large number 
of the utilities have filed with the Com- 
mission a rule by which a penalty or 
discount of 5 per cent on the bill of 
that amount is applied. It. appears 


that a penalty of 5 per cent is sufficient 
to encourage prompt payment of the 
bills. 

If a customer becomes delinquent 
to the extent that the service is dis- 
continued the defendant may add the 
5 per cent penalty to the bill when paid 
and the additional charge of $2 asa 
reconnection charge because of the ex- 
tra amount of work involved in driy- 
ing to the customer’s premises to turn 
on and turn off the customer’s gas 
service. Under the conditions exist- 
ing in our country at this time and be- 
cause of the widely scattered territor- 
ies served by the defendant it appears 
fair and reasonable to allow the de- 
fendant to add the 5 per cent penalty 
to all bills that are delinquent and the 
$2 reconnection charge if the service 
is discontinued. 

After considering the evidence sub- 
mitted herein the Commission will au- 
thorize the defendant to file rules it 
proposes governing deposits required 
of customers, but it will be required 
to modify the rule by which it adds a 
penalty to its bills if they are not paid 
by a certain date. It will also be al- 
lowed to make the charge of $2 if it 
becomes necessary to disconnect and 
reconnect gas service to collect the de- 
linquent bill. 





SECURITIES AND EXCHANGE COMMISSION 


Re Engineers Public Service Company 


et al. 


(File No. 59-4, Release No. 3796.) 
Intercorporate relations, § 19.6 — Integration of holding company system — 


Other businesses retainable. 


1. The long historical association of a transportation business with an elec- 
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tric business, the joint use of personnel and facilities, and the fact that 
the transportation operations returned a net income are not, in and of 
themselves, factors warranting the retention of the transportation business 
in a public utility holding company system under § 11(b)(1) of the Hold- 
ing Company Act, 15 USCA § 79k(b)(1), p. 76. 


Intercorporate relations, § 19.3 — Integration of holding company system — Dis- 
posal of properties. 


2. Difficulty and expense of disposition have no relation to permissibility 
of retention of properties in a holding company system under § 11(b)(1) 
of the Holding Company Act, 15 USCA § 79k(b)(1), p. 76. 


Intercorporate relations, § 19.6 — Integration of holding company system — Re- 
tention of transportation business. 


3. Retention of a transportation business in a holding company system un- 
der § 11(b)(1) of the Holding Company Act, 15 USCA § 79k(b) (1), is 
not permissible where its operations are devoted to independent ends and 
only casually serve the interests of the permissible utility operations of the 
system and in its physical operations the transportation system is entirely 
unrelated to and involves problems different from those of the permissible 
business, p. 76. 


Intercorporate relations, § 19.6 — Integration of holding company system — 
Other businesses retainable. 

4. Controlling weight cannot be given to the fact that severance of non- 

utility properties under § 11(b)(1) of the Holding Company Act, 15 

USCA § 79k(b) (1), will result in increased expenditures to the remaining 


utility businesses, p. 76. 


Intercorporate relations, § 19.6 — Integration of holding company system — 
Retention of ice business. 


5. Retention of an ice business in a holding company system is permissible 
under § 11(b)(1) of the Holding Company Act, 15 USCA § 79k(b) (1), 
where it functions primarily as an aid in the conduct of the permissible 
utility operations of the system by affording the utility buildings a cooling 
system in the summer and a heating system in the winter, p. 82. 


Intercorporate relations, § 19.6 — Integration of holding company system — 
Retention of merchandising and jobbing business. 


6. Retention of electric merchandising and jobbing business in a holding 
company system is permissible under § 11(b)(1) of the Holding Com- 
pany Act, 15 USCA § 79k(b)(1), where the merchandising activities 
are not conducted for profit but rather to educate consumers to use electric 
appliances and to increase the permissible electric company’s load by in- 
creasing the use of electricity by residential customers, p. 82. 


Intercorporate relations, § 19.6 — Integration of holding company system — 
Retention of merchandising and jobbing business. 


7. Retention of gas appliance merchandising business in a holding company 
system is not permissible under § 11(b)(1) of the Holding Company Act, 
15 USCA § 79k(b)(1), where, although it is reasonably incidental to the 
operations of a nonretainable gas business, the gas system is not so related 
to a retainable electric company’s business, which is the principal business 
of the holding company system, p. 82. 
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Intercorporate relations, § 19.3 — Integration of holding company system ~ 
Combination of gas and electric properties. 
8. Gas and electric properties together cannot be part of a single integrated 
public utility system, p. 83. 


Intercorporate relations, § 19.5 — Integration of holding company system — Ad. 
ditional system — Substantial economies. 

9. Gas properties of an electric company which is the principal company 
in a holding company system cannot be retained as an additional integrated 
public utility system, where evidence fails to indicate that a loss of sub- 
stantial economies would attend the severance of the gas properties from 
common control with the electric system, although Clauses (B) and (C) of 
§ 11(b)(1) of the Holding Company Act, 15 USCA § 79k(b)(1), are 
satisfied by the combination of the gas and electric properties, p. 83. 


Intercorporate relations, § 19.5 — Integration of holding company system — Ad- 
ditional systems retainable. 

10. Retention of an electric utility system in addition to the principal elec- 

tric system is repugnant to Clause (A) of § 11(b)(1) of the Holding 

Company Act, 15 USCA § 79k(b)(1), where the loss of economies at- 

tending the severance of the systems is not found to be substantial, p. 88 


Intercorporate relations, § 19.5 — Integration of holding company system — Ad- 
ditional systems retainable. 
11. The standards of the (A), (B), and (C) clauses of § 11(b)(1) of 
the Holding Company Act, 15 USCA § 79k(b) (1), for additional systems 
retainable in a holding company system must all be satisfied to permit re- 
tention of additional systems, p. 92. 


Intercorporate relations, § 19.5 — Integration of holding company system — Ad- 
ditional systems — Localized management. 

12. Clause (C) of § 11(b)(1) of the Holding Company Act, 15 USCA 

§ 79k(b)(1), barring retention of an additional system so large as to im- 

pair the advantages of localized management, efficient operation, or the 

effectiveness of regulation, is addressed to geographical conditions, p. 92. 


Intercorporate relations, § 19.5 — Integration of holding company system — Ad- 
ditional systems retainable — Localized management. 
13. Retention of an electric utility system, in addition to the principal eiec- 
tric utility system in a holding company system, is repugnant to Clause 
(C) of § 11(b)(1) of the Holding Company Act, 15 USCA § 79k(b) (1), 
where no operating relationship exists between the two companies, one 
company’s service area has little economic relationship with the other com- 
pany’s service area, and there is no plausible means of keeping the addi- 
tional system under localized management with the principal integrated 
system or of avoiding the evils arising when the growth and extension of 
a holding company bears no relation to the integration of related operating 
properties, p. 92. 
Intercorporate relations, § 19.6 — Integration of holding company system — 
Retention of transportation system. 
14. Retention of a transportation business in a holding company’s system 
is not permissible under § 11(b)(1) of the Holding Company Act, 15 
USCA § 79k(b)(1), where the business is operationally unrelated to the 
permissible utility operations of the system, is losing money, tends to de- 
prive the utility business of some of the services of joint executives, 1s 
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detrimental to the proper functioning of the utility business, and is not 
in the public interest or appropriate for the protection of investors or 
consumers, p. 94. 


Intercorporate relations, § 19.6 — Integration of holding company system — 
Retention of ice business. 
15. Retention of an ice business in a holding company system is not per- 
missible under § 11(b)(1) of a Holding Company Act, 15 USCA § 79k 
(b)(1), where the ice operations are not designed to, and do not, assist in 
the permissible utility operation of the system and the ice business operates 
at a loss, p. 102. 


Intercorporate relations, § 19.6 — Intergration of holding company system — 
Retention of steam business. 

16. Retention of steam business in a holding company system is permissible 
under § 11(b)(1) of the Holding Company Act, 15 USCA § 79k(b)(1), 
where the production of steam in permissible electric generating plants, 
through the use of machinery specially designed to enable the combined 
operation of the steam business and the electric business, is both in intent 
and in fact integrally related to the production of electric energy, p. 102. 


Intercorporate relations, § 19.5 — Integration of holding company system — Ad- 
ditional systems retainable. 
17. An electric company surrounded entirely by one system on which it is 
completely dependent for electric energy and which belongs to another 
system with which it has no operating or functional relationship con- 
travenes the policy of the Holding Company Act and cannot be retained 
by the parent company as an additional system, p. 107. 


Intercorporate relations, § 19.5 — Integration of holding company system — Ad- 
ditional systems retainable. 


18. Retention of an electric system in addition to a permissible electric 
system is proper under § 11(b) (1) of the Holding Company Act, 15 USCA 
§ 79k(b)(1), where material savings are effected by the combination of the 
two systems, substantial economies would be lost if the two systems were 
separated, and since the two systems are located in the same state, the 
standards of Clause (B) would be met, and the companies are situated in 
close geographical proximity to each other, p. 114. 


[September 16, 1942.] 
ROCEEDINGS under § 11(b) (1) of the Holding Company Act 
P ctating to integration of public utility systems; disposal of 
business not retainable under the act ordered. 


¥ 


APPEARANCES: James Fischgrund, 
Joseph Auerbach, and H. «low B. Les- 
ter, for the Public Utilities Division of 
the Commission; Mudge, Stern, Wil- 
liams & Tucker, New York, New 
York, by William E. Tucker and C. D. 
G. Breckinridge, and Hunton, Wil- 
liams, Anderson, Gay & Moore, Rich- 
mond, Virginia, by T. Justin Moore, 


and Richard W. Emory, for Engineers 
Public Service Company and its sub- 
sidiaries. 


By the Commission: This is a pro- 
ceeding instituted under § 11(b)(1) 
of the Public Utility Holding Compa- 
ny Act, 15 USCA § 79k(b) (1) with 
respect to Engineers Public Service 
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Company (hereinafter referred to as 
Engineers), a registered holding com- 
pany, and each of its subsidiaries, to 
determine what action is necessary in 
order that the Engineers holding com- 
pany system shall so limit its opera- 
tions as to comply with the standards 
of that section.’ In our prior deter- 
minations in this proceeding we held 
that Engineers, regardless of whether 
its “single” or “principal” integrated 
public utility system will be Virginia 
Electric and Power Company (herein- 
after referred to as Virginia) or Gulf 
States Utilities Company (hereinafter 
referred to as Gulf), cannot consist- 
ently with Clause (B) of § 11(b) (1) 
retain any interest in its properties lo- 
cated in Washington (the Puget 
Sound Power and Light Company and 
its subsidiaries), Florida (the Key 
West Electric Company), or Colo- 


rado, Iowa, Kansas, Missouri, South 
Dakota and Wyoming (The Western 
Public Service Company and its sub. 
sidiaries). If Virginia’s electric util. 
ity system is adopted as Engineers’ 
principal system* Clause (B) of § 11 
(b) (1) also precludes the retention of 
Gulf or any of the Louisiana, Texas, 
New Mexico, and Mexico properties, 
and, conversely, if Gulf’s electric util- 
ity system is so adopted Clause (B) 
precludes retention of Virginia or the 
Georgia properties. 

With respect to these properties, 
which may be retained under Clause 
(B), therefore, there are now before 
us for decision two general questions 
which we answer first on the assump- 
tion that Engineers’ principal system 
will be Virginia’s electric utility sys- 
tem and then on the assumption that 
it will be Gulf’s.® 





1 The history of the proceeding is contained 
in the attached appendix. 


2In this opinion the term “principal system” 
will be used to refer to the ‘ ‘single integrated 
public-utility system” mentioned in § 11(b) 
(1). Under that section a registered holding 
company may retain the “single” system, such 
“additional” integrated systems as meet the 
standards of Clauses (A), (B), and (C), and 
such “other businesses” as meet the standards 
of the section in relation to the retainable 
integrated utility systems. Because the “addi- 
tional system” standards must be applied in 
relation toa “single” system and because the 
“other business” standards must be tested in 
relation to the retainable utility systems, the 
designation of at least the maximum outlines 
of a “single” or “principal” integrated utility 
system is a necessary starting point. 

3 We indicated in our prior opinion in this 
proceeding (Re Engineers Pub. Service Co. 
[1941] Holding Company Act Release No. 
2897, 40 PUR(NS) 1), that the respondents 
are not entitled as a matter of right under 
§ 11(b)(1) to an alternative finding of this 
character. As we said there, at p. 24: “Our 
function under the section is to determine 
whether or not any ‘additional’ integrated sys- 
tems may be retained under the standards of 
Clauses (A), (B), and (C) in conjunction 
with a ‘single’ integrated system. - Strictly 
speaking, of course, there can be no determi- 
nation permitting the retention of an ‘addi- 
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tional’ system until after the ‘single’ system has 
” 


been selected, But, since the choice in 
this case between Virginia and Gulf is a close 
one and it is within our discretion to make 
findings in the alternative as requested by 
respondents, we have concluded that it is rea- 
sonable to do so here. In this connection, we 
note that unlike the North American system 
the size and complexity of the Engineers’ sys- 
tem is not such as to render this procedur: 
unduly difficult. 

Moreover, we wish to emphasize here what 
we said in our prior opinion in this proceed- 
ing concerning respondent Engineers’ right to 
choose its principal system: “The act does 
not expressly state whether the selection of 
the ‘single integrated public-utility system’ re- 
tainable as the principal system is for the 
holding company to make solely on the basis 
of its own wishes, or for us to make on the 
basis of evidence and with due regard to the 
public interest and the protection of inves- 
tors or consumers. An intermediate position 
might be that the holding company may make 
the selection subject to our approval or dis- 
approval based upon evidence and judged in 
the light of the foregoing standards.” (At p. 
23.) However, we do not think it necessary to 
decide these questions under the circumstances 
presently before us, since the respondents have 
indicated that they would prefer to retain one 
of these two systems as their principal system 
and the record before us does not render 
either choice inappropriate. 





Or 
elect! 
neers 
tion | 
gintc 
tem- 
play 
the 1 
ness. 
er C 


ness 


utili 
tem- 
tion 


RE ENGINEERS PUBLIC SERVICE CO. 


On the assumption that Virginia’s 
dectric utility system is to be Engi- 
neers’ principal system, the first ques- 
tion is: Which of the Georgia and Vir- 
ginia properties in the Engineers’ sys- 
tem—the transportation, ice, and ap- 
pliance businesses of Virginia and 
the transportation and appliance busi- 
nesses of Savannah Electric and Pow- 
er Co.—can be retained as other busi- 
nesses under the standards of § 11(b) 
(1)? 

On the same assumption, the second 
question is: Which of the remaining 
utility properties in the Engineers’ sys- 
tem—the retention of which as addt- 
tional integrated public utility systems 
(in addition to Virginia’s electric sys- 
tem) is not barred by Clause (B) of 
§ 11 (b)(1)—can also be retained as 
such under the remaining standards 


of § 11(b) (1) and the definitions in 


§ 2(a)(29), 15 USCA § 79b(a) 
(29)? 

Similar questions arise with respect 
to the properties in Louisiana, Texas, 
New Mexico, and Mexico if Gulf is to 
be Engineers’ principal system. 


Regardless of which of the two al- 
ternative possibilities becomes Engi- 
neers’ principal system and which 
properties may be retained along with 
it, there are also before us two further 
questions : 


Plant 
Account } 
$68,007,540 

6,051,309 

10,251,529 

3,309,431 


Operating 
Revenues b 
$14,909,800 

1,054,987 
2,447,109 
2,580,317 


(1) Whether Engineers may retain 
its holdings of 51,357 shares, repre- 
senting 8.5 per cent of the outstand- 
ing common stock of the El Paso Nat- 
ural Gas Company ; and 

(2) What action must be taken 
with respect to Engineers Public Serv- 
ice Company, Inc., the mutual service 
company of Engineers’ holding com- 
pany system, in reducing that system 
to the operations permitted by § 11(b) 
(1). . 

I. The Limitations on the Operations 
of the Engineers Holding Company 
System if the Electric Utility Sys- 
tem of Virginia Electric and Power 
Company Is Its Single Integrated 
Public Utility System 
Virginia Electric and Power Com- 

pany, a subsidiary of Engineers, op- 

erates an electric utility system and a 

gas utility system (see Re Virginia 

Electric & Power Co. [1941] Hold- 

ing Company Act Release No. 2791, 

40 PUR(NS) 341) and is also en- 

gaged in the street railway, bus, ice, 

and appliance merchandising business- 
es. It is not a holding company, but is 
exclusively an operating company. Its 

plant account, as of December 31, 

1940, and its operating revenues, net 

operating revenues, gross income and 

net income for the twelve months end- 
ed that date were as follows: 


Net 
Operating 
Revenues ¢ 
$5,620,751 
274,185 
43,077* 
151,467 


Net 
Income c 
$3,982,839 

120,892 

38,836* 
63,698 


Gross 
Income ¢ 
$5,513,393 
270,370 
38,836* 
145,329 








$87,619,809 
* Indicates deficit. 


$20,992,213 





$6,003,326d $5,890,256 $4,128,593 


alIncludes ice business with plant account of $14,775 and gross revenues of $9,619. 

b Based on Virginia’s Annual Report to Stockholders. 

c Based on Virginia’s proposed method of allocating interdepartmental expenses. 

d Subtracting interdepartmental eliminations in the amount of $3,046 leaves a total net operat- 


ing revenue of $6,000,280. 
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Virginia’s electric system serves an 
area of approximately 13,500 square 
miles in eastern Virginia and north- 
eastern North Carolina. As of De- 
cember 31, 1940, the system’s electric 
customers numbered about 170,000 in 
an area which has a total population 
of about 832,000, and which includes 
approximately 510 communities (224 
of them with a population in excess 
of 100). The principal cities in which 
electric energy is furnished and their 
approximate 1940 populations are: 


Virginia 
Richmond 
Portsmouth 
Suffolk 


Petersburg 
Fredericksburg 
South Norfolk 


North Carolina 
Roanoke Rapids 


The system has a generating capac- 
ity of 213,635 kilowatts (of which 
steam generating capacity amounts to 
181,000 kilowatts) and, by its 5,130 
pole miles of transmission and distri- 
bution lines and 80 miles of under- 
ground conduits, is completely inter- 
connected. The generating plants sup- 
ply the requirements of the system, 
and, in addition, some interchange 
(net) with near-by utilities. Among 
the company’s facilities are two 110,- 
000-volt interconnections with Caro- 
lina Power & Light Company, a non- 
affliated company, and three inter- 
connections with Virginia Public Serv- 
ice Company, also a nonaffiliated com- 
pany. In 1940, total output was 879,- 
046,000 kilowatt hours and total sales 
amounted to 729,603,000 kilowatt 
hours. Those electric properties lo- 
cated in Virginia are subject to regu- 
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lation by the Virginia State Corpora. 
tion Commission, and those located in 
North Carolina by the North Carolina 
Utilities Commission. We have found 
that the electric utility system owned 
and operated by Virginia constitutes 
an integrated public utility system 
within the meaning of § 2(a) (29) (A) 
of the act. (Re Engineers Pub. Serv- 
ice Co. supra, note 3.) 


A. The “Other Businesses” Sought to 
Be Retained By Engineers If Vir- 
ginia’s Electric Utility System Is 
Engineers’ Principal System 


In addition to producing, transmit- 
ting, and distributing electricity, and 
operating a gas system, Virginia, as 
we have pointed out, conducts certain 
nonutility enterprises—a_transporta- 
tion system, an ice business and a gas 
and electric appliance merchandising 
business. Respondents seek to retain 
all these businesses along with Vir- 
ginia’s electric system on the ground 
that they are reasonably incidental or 
economically necessary or appropriate 
to the operation of that electric system 
within the meaning of § 11(b) (1). 

Section 11(b)(1) directs the Com- 
mission 

“To require that each reg- 
istered holding company, and each sub- 
sidiary company thereof, shall take 
such action as the Commission shall 
find necessary to limit the operations 
of the holding-company system of 
which such company is a part toa 
single integrated public-utility system, 
and to such other businesses as are rea- 
sonably incidental, or economically 
necessary or appropriate to the oper- 
ations of such integrated public-utility 
wim.” 
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The section further provides in its 
last sentence : 

“The Commission may permit as 
reasonably incidental, or economically 
necessary or appropriate to the opera- 
tions of one or more integrated public- 
utility systems the retention of an in- 
terest in any business (other than the 
business of a public-utility company 
as such) which the Commission shall 
find necessary or appropriate in the 
public interest or for the protection of 
investors or consumers and not detri- 
mental to the proper functioning of 
such system or systems.” 

Respondents urge that the last sen- 
tence of § 11(b)(1) relates back to 
the “other business”’ clause in the first 
sentence and sets out standards in ac- 
cordance with which the incidental 
nature or economic appropriateness 
of a proposed “other business’? must 
be measured. We agree with respond- 
ents that the last sentence of the sec- 
tion must be read together with the 
“other business” clause in the first sen- 
tence. And the provisions of that last 
sentence expressly authorize us, in de- 
termining whether nonutility opera- 
tions are reasonably incidental or eco- 
nomically necessary or appropriate to 
the basic activity of a public utility 
holding company—the operation of an 
integrated public utility system—to 
consider whether the continuance of 
the nonutility operations is “neces- 
sary or appropriate in the public in- 
terest or for the protection of invest- 
ors or consumers and not detrimental 
to the proper functioning of such sys- 


tem or systems.” But these provi- 
sions do not contain isolated stand- 
ards. They are a closely knit part of a 
statute which has a clearly expressed 
policy, and they appear in a section of 
that statute which is designed to lim- 
it the operations of a holding company 
system to a single integrated public 
utility system and to reasonably inci- 
dental or economically necessary or 
appropriate nonutility businesses. In 
applying the statute, therefore, it must 
be remembered that the phrases “pub- 
lic interest,’ “protection of investors 
or consumers,” and “detrimental to 
the proper functioning of such sys- 
tem’ not only illuminate the meaning 
of “reasonably incidental or economi- 
cally necessary or appropriate” but 
themselves derive content from their 
context in the section and the statute. 

Moreover, Congress did not say 
that “the Commission shall permit the 
retention of a business which it finds 
to be necessary or appropriate in the 
public interest or for the protection of 
investors or consumers and not detri- 
mental to the proper functioning of 
such system or systems.” Rather it 
instructed * us to examine these fac- 
tors in determining whether a busi- 
ness is retainable as reasonably inct- 
dental or economically necessary or 
appropriate to the operations of an 
integrated utility system. 

The questions before us, therefore, 
are not merely, as respondents sug- 
gest: Is the retention of this business 
appropriate for the protection of in- 
vestors? or Is the retention of this 





*The Conference Committee Report on the 
Act (H. R. Rep. No. 1903, 74th Cong. Ist 
Sess. [1935]) says, at pp. 69, 70, of this last 
a in § 11(b) (1): 

he Commission is given express author- 
ity a permit as reasonably incidental or 
economically necessary or appropriate to the 


operations of an integrated system the reten- 
tion of any business, other than a public utility 
as such, which the Commission finds necessary 
or appropriate in the public interest or for the 
protection of investors or consumers and not 
detrimental to the proper functioning of the 
system.” 
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business appropriate in the public in- 
terest? or Is the retention of this busi- 
ness detrimental to the proper func- 
tioning of an integrated utility sys- 
tem? Rather, our fundamental in- 
quiry is: Having in mind the protec- 
tion of investors, the public interest 
and the proper functioning of an in- 
tegrated utility system, is the reten- 
tion of a particular nonutility busi- 
ness reasonably incidental or economi- 
cally necessary or appropriate to the 
operations of a retainable utility sys- 
tem? The questions suggested by re- 
spondents are thus relevant in attempt- 
ing to resolve the ultimate issue but 
they do not exhaust the scope of our 
inquiry.® 


1. The Transportation Business 


[1-4] Turning to the businesses 
which are sought to be retained as rea- 
sonably incidental or economically nec- 
essary or appropriate to the operation 
of the Virginia electric system, we 
find that Virginia owns and operates 


street railway and bus facilities which 
serve the cities of Richmond, Peters. 
burg, Norfolk, and Portsmouth, and 
an interurban bus service between 
Richmond and Petersburg. The street 
car and bus facilities form a codrdi- 
nated system in Richmond and Nor- 
folk and the interurban system con- 
nects with the urban properties in 
Richmond and Petersburg. These 
four cities, having a combined popv- 
lation, including suburbs, of approxi- 
mately 442,000 persons, are all with- 
in the company’s electric service area 
in eastern Virginia. The railway 
property includes 132.38 miles of 
equivalent single track and 271 pas- 
senger street cars, and the bus proper- 
ty includes 330 busses which travel 
225 miles of bus routes. During the 
year 1940, the street car system car- 
ried 41,612,429 revenue passengers, 
traveling 7,908,533 miles, and the bus 
system carried 41,488,712 revenue 
passengers and operated over 11,744,- 
377 miles. Of the combined 19,652,- 





5 The legislative history of the act sustains 
this conclusion. As the bill passed the Sen- 
ate, § 11 provided, with respect to “other busi- 
nesses,” that a holding company and its sub- 
sidiaries must divest themselves of any inter- 
est in or control over property or persons—“to 
the extent that the Commission finds neces- 
sary or appropriate to limit the operations 
of the holding-company system » toa 
single geographically and economically inte- 
grated public-utilities system and such busi- 
ness as is reasonably incidental, or economic- 
ally necessary or appropriate, to the opera- 
tions of such system ; . the Commis- 
sion may permit as reasonably incidental or 
economically necessary or appropriate to the 
operations of such system the retention of an 
interest in any business (other than the busi- 
ness of a_public-utility company as such) 

: if the Commission finds (1) that such 
business is affected with a public interest and 
its rates or charges are regulated by law, 
and that the retention of such interest in such 
business is not detrimental to the proper 
functioning of a single geographically and 
economically integrated public-utility system. 


” The provisions empowering this Commis- 
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sion to include, among other businesses rea- 
sonably incidental or economically necessary 
or appropriate, those businesses affected with 
a public interest and regulated by law were 
changed in conference, where the generic lan- 
guage now in § 11(b) (1) was substituted 
for the more limited inclusive language in the 
Senate bill. The conclusion to be derived from 
this otherwise unexplained change is that we 
are permitted to include, among reasonably 
incidental or economically appropriate other 
businesses, enterprises other than those affect- 
ed with a public interest and whose rates or 
charges are regulated by law. The mere fact 
that a business falls within this description, 
however, did not under the Senate bill, and 
more clearly does not under the act as passed, 
render it ipso facto “reasonably incidental : 
economically necessary or appropriate” to 
operations of an integrated utility system. Tn 
each case we must examine the character and 
operation of the specific business sought to 
be retained and its relationship to retainable 
utility operations and determine whether it is 
reasonably incidental or economically neces- 
sary or appropriate to the operation of the 
utility system to which it. is sought to be 
appended. 
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910 revenue miles thus operated, the 
bus system accounted for 59.8 per 
cent. The railway system, with a 
plant account of $10,251,529, obtained 
gross operating revenues in 1940 of 
$2,447,109 but suffered a net operat- 
ing deficit of $43,077. The bus prop- 
erties, with a plant account of $3,309,- 
431, obtained gross operating reve- 
nues in 1940 of $2,580,317 and net 
operating revenues (after deprecia- 
tion) of $151, 467. The 1940 net in- 
come from the combined transporta- 
tion operations was $24,862 and the 
gross income was $106,493. 


On behalf of the retainability of 
the transportation properties as rea- 
sonably incidental or economically 
necessary or appropriate to the opera- 
tion of the electric system, the re- 
spondents urge several contentions. 
The long historical association of the 
two businesses, the joint use of per- 
sonnel ® and facilities? and the fact 
that the combined railway and bus 
operations return a net income are fac- 
tors upon which respondents seek to 
rely in this connection. 

But, in deciding whether the oper- 
ation of an “other business” is rea- 
sonably incidental or economically 
necessary or appropriate to the opera- 
tion of an integrated public utility 
system, these contentions are not per- 
suasive. They are of no aid in distin- 
guishing between a reasonably inci- 
dental or economically necessary or 
appropriate business and any other 
business. The existence on the one 
hand of a long historical association, 


or on the other hand of joint person- 
nel and facilities or net returns is per- 
fectly compatible with a combination 
whose components are not even re- 
motely incidental, or economically nec- 
essary or appropriate, although owned 
and operated under common control. 
As we said in Re The North Ameri- 
can Co. (1942) Holding Company 
Act Release No. 3405, 43 PUR(NS) 
257, 280: 


“Tf it be recalled that the Commis- 
sion may permit retention of an inter- 
est in a nonutility business as ‘reason- 
ably incidental, or economically neces- 
sary or appropriate’ to the operations 
of an integrated public utility system 
or systems, when it finds retention of 
such interest to be ‘necessary or 
appropriate in the public interest or 
for the protection of investors or con- 
sumers and not detrimental to the 
proper functioning’ of such a system 
or systems; and if it be recalled that 
the phrase ‘public interest’ is used in 
connection with the policy of curing 
evils which result ‘when the growth 
and extension of holding companies 
bears no relation to economy of man- 
agement and operation or the integra- 
tion and coordination of related op- 
erating properties’ (§ 1(b)(4)), 15 
USCA § 79a(b), (4), it becomes ap- 
parent that the historical background 
of the joint control of a nonutility 
business with a utility business has lit- 
tle or no bearing on the permissibility 
of its retention in a public utility hold- 
ing company system. Interests held 
for a long period do not, by reason of 





6 Only about 235 employees of the more 
than 3,000 persons employed by the company 
are employed jointly in work for the trans- 
portation and electric systems. 

7 The two departments share space in cer- 
tain office buildings and storehouses, office 


furniture and equipment, a heating plant, cer- 
tain manholes, poles and rights of way, and 
some garages and trucks. Many of the poles 
are also used by an unaffiliated telephone com- 
pany and for city fire alarm purposes on a 
rental basis. 
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that fact alone, achieve any relation to 
‘economy of management and opera- 
tion’ or ‘the integration and coordi- 
nation of related operating properties.’ 
Indeed, it is the very purpose of § 11 
(b)(1), to require the severance of 
those interests acquired in the course 
of the historical ‘growth and exten- 
sion’ of a holding company which do 
not satisfy the policy of the act. 

“By the same token, the ‘substan- 
tiality and stability of income’ afford- 
ed by nonutility interests is not, in and 
of itself, a factor warranting their re- 
tention in a public utility holding com- 
pany system. Substantial and stable 
income might be afforded by business- 
es having no imaginable relationship 
to the economy of management and 
operation of integrated public utility 
systems. If the ‘other business’ caus- 
es of § 11(b)(1) are not to be re- 
moved from their statutory context, 
and if we are to give full weight to 
the express standards and the policy 
of the act, we cannot find that any 
business is ‘reasonably incidental, or 
ecomonically necessary or appropriate’ 
to the operations of an integrated pub- 
lic utility system or is ‘not detrimen- 
tal to the proper functioning’ of such 
a system merely because it is profit- 
able. 

“The same considerations apply to 
economies resulting from joint use of 
personnel. Unless the nonutility busi- 
ness is such that resulting economies 
are economies in the operation of an 
integrated utility system or systems, 
the mere showing of economies is of 
little weight in determining whether 
the nonutility business may be re- 
tained.” 

Another claim made by respondents 
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in urging that the transportation prop- 
erties are incidental to the operations 
of the electric system is that it would 
be difficult and costly to dispose of the 
properties in response to our order. 
But, again, as we said in The North 
American Company Case, at p. 281: 


“With respect to many of the non- 
utility properties involved in this pro- 
ceeding, the claim has been made— 
apparently as an argument in favor of 
permitting retention—that great diffi- 
culty would be faced and losses would 
be sustained in disposing of such prop- 
erties in compliance with a divest- 
ment order. The difficulty of dispos- 
ing of an interest frequently results 
from the inability to find interested 
purchasers at a price which is equal to 
or more than the value at which such 
interest is carried on the books. Re- 
alistically, the sale of such properties 
does not always mean that a loss has 
been sustained at the time of the sale, 
but rather that it may have to be rec- 
ognized at that time. Where it is clear 
that there is no market at any reason- 
able price and where disposition by 
any other method than sale is not fea- 
sible, a company which has been or- 
dered to dispose of various interests 
may, under § 11(c), request an ex- 
tension of time for compliance with 
divestment orders.” 

Respondents also contend that the 
transportation department is reason- 
ably incidental or economically neces- 
sary or appropriate to the operations 
of the electric system because it fur- 
nishes free transportation to a portion 
of the employees of the electric sys- 
tem, its vehicles carry advertising dis- 
plays for the electric system without 
charge and it purchases a portion of 
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the latter’s generated energy.* While 
the furnishing of products or services 
which are useful in conducting the 
electric utility business is relevant to 
a determination of the incidental char- 
acter of the proposed other business, 
the weight to be attributed to these 
- factors, of course, varies with their 
significance for the successful opera- 
tion of the businesses concerned. The 
record in this case discloses that only 
a minute portion of the transporta- 
tion system advertising is devoted to 
the requirements of the electric sys- 
ten. And a similarly insignificant 
portion of the transportation system’s 
passengers consist of electric employ- 
ees using free service. Unlike the St. 


Louis and Belleville Electric Railway 
Company, which was found in The 
North American Company Case, su- 
pra, to be reasonably incidental to the 
operations of The North American 


Company’s retainable integrated pub- 
lic utility systems, Virginia’s transpor- 
tation properties are not devoted pri- 
marily to furthering the operations of 
its electric system. Rather, it is clear 
from the record, the railway and bus 
operations are devoted to independent 
ends and only accidentally and casual- 
ly serve the interests of the electric 
system. The transportation depart- 
ment’s purchases of electricity amount 
to less than 4 per cent of the total 
sales of the electric department. And 
in its physical operations the transpor- 
tation system is entirely unrelated to, 
and involves operating problems dif- 
ferent from the electric business. As 


Virginia’s vice president, T. N. Jones, 
Jr., stated : 

“The problems are so different that 
it is better to have a man devote his 
time to the study of the transportation 
problems and let someone else devote 
his time to a study of the electric 
problems within the limits of the actu- 
al operations.”’ 

While respondents attempt to dem- 
onstrate that the separation of the 
transportation properties from the 
electric properties will increase the op- 
erating expenses of both, an examina- 
tion of the record indicates that their 
claims inflate the quantity and charac- 
ter of the increase and fail to take in- 
to account numerous savings to be ef- 
fected by the severance of the trans- 
portation system. We cannot find, 
for instance, that the termination of 
free transportation services for the 
electric employees will, as respondents 
contend, result in any significant added 
expense to the electric operations. In 
the first place, it is not at all clear that 
any added compensation to the elec- 
tric empioyees will result from the 
termination of transportation privi- 
leges. In the second place, if addi- 
tional compensation will, in fact, be 
necessary, this expense is properly an 
expense of the electric system, even 
when operated in conjunction with the 
transportation system, and will not, 
therefore, represent a completely new 
expense if the latter is operated inde- 
pendently. 

Moreover, it must be noted that con- 
trolling weight cannot be given to the 





8 It should be noted that this policy by which 
the transportation department furnished free 
services to the electric department operated 
to impose upon the former expenses that prop- 
erly should have been borne by the latter. 
Without deciding that the protection of trans- 
portation customers in circumstances such as 


79 


these comes within the ambit of our duties un- 
der the act, we note that this informal ex- 
change of services between the electric and 
transportation departments, in the past en- 
tirely unaccounted for on the company’s 
books, was not conducive to the proper func- 
tioning of Virginia’s electric utility system. 
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fact that severance of nonutility prop- 
erties will result in increased expend- 
itures to the remaining utility busi- 
nesses. As a result of the haphazard 
growth and extension of holding com- 
pany operations, the staffs of operat- 
ing companies may well derive por- 
tions of their pay from their services 
to nonutility adjuncts. Separation of 
nonutility from utility operations may 
thus increase the expense to the util- 
ity system of maintaining this person- 
nel. Although loss of valuable talent 
can almost always be prevented, in in- 
dividual cases apparent hardship may 
result. But, these hardships are—in 
a great majority of cases—not inevi- 
table, and only temporary. Joint use 
of personnel is common to practically 
all cases of joint control of utility and 
nonutility businesses. If we were to 


give controlling weight to the difficul- 
ties involved in reallocating staff and 


salaries in any given case, no reason 
would appear for not doing so in any 
other case—no matter how tenuous 
the relationship between the other 
business and the utility business. 

Not only have respondents failed to 
show that the transportation business 
is reasonably incidental or economical- 
ly necessary or appropriate to the op- 
erations of Virginia’s electric system, 
but the record discloses that the co- 
existence of these properties under one 
ownership has been detrimental to the 
proper functioning of the electric sys- 
tem and adverse to the interests of con- 
sumers and investors. Thus, much of 
the railway property has been carried 
in the electric plant account. The ef- 
fect of this practice on the rates of the 
electric system has not been appropri- 
ate for the protection of the electric 
consumer. And the proper function- 
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ing of the electric system was im- 
paired by an allocation of interdepart- 
mental charges under which the trans- 
portation properties were charged con- 
siderably less than the over-all cost 
of the electric energy obtained from 
the electric system, and substantially 
less than the over-all cost for the use 
of the other facilities of the electric 
system. While respondents claim to 
have corrected exceptionable practices 
of this character, it is not clear that 
the changes completely eliminate the 
improprieties. On the other hand, it 
is certain that these practices will be 
ended by complete divestment of the 
transportation properties. Moreover, 
the difficulty and expense of properly 
allocating charges between the two 
dissimilar businesses and the advan- 
tages accompanying undivided atten- 
tion by the company’s executives to 
the electric operations, while not con- 
clusive, are further considerations urg- 
ing a severance of the transportation 
properties in the public interest and 
for the protection of investors and 
consumers. 

In support of their contention that 
the Virginia transportation properties 
are retainable as an “other business,” 
respondents have also argued, in ef- 
fect, that if the transportation system 
were to be sold, there would be realized 
$5,112,000 less than its value to Vir- 
ginia. It is not clear that the avoid- 
ance of this loss would fall within the 
character of economies the proof of 
which under the statute would support 
the retention of an “other business” 
with a utility system. In addition, 
however, we desire to point out the 
unconvincing character of the argu- 
ment itself. 

The figure of $5,112,000 is arrived 
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at through the following process of 
reasoning. Respondents contend that 
no one would buy the transportation 
system except on the basis of convert- 
ing it to an all-bus operation. The es- 
timated market value of the transpor- 
tation properties on an “all-bus” basis 
is $5,825,000, computed by multiply- 
ing by 6—i.e., capitalizing at 163 per 
cent—the 1940 net operating revenues 
(before depreciation) of the transpor- 
tation properties, amounting to $970,- 
000. Conversion to “all-bus” opera- 
ations, they estimate, will cost $3,500,- 
000, which must therefore be deduct- 
ed from the market value of $5,825,- 
000, leaving an estimated net proceeds 
of sale of $2,325,000. To this figure 
must be added an estimated tax sav- 
ing of $778,000 (on the basis of tax 
rates in effect in 1941) which would 
accrue to Virginia for the year in 
which the alleged loss on such sale 
would be incurred, increasing the net 
to Virginia to $3,103,000. The pres- 
ent value of the transportation system 
to Virginia is alleged to be $8,215,000. 
Deducting from this sum the estimated 
net of $3,103,000 leaves $5,112,000, 
which, as indicated, is the sum by 
which the value of the property to Vir- 
ginia is stated to exceed the amount 
realizable on its sale. 

We must inquire, however, into the 
method by which the figure for the 
present value of the system to Virgin- 
ia—$8,215,000—was arrived at. This 
figure is said to represent the present 
worth of the “net annual increment 
cash” which respondents claim will be 
realized by Virginia from the trans- 
portation system each year until the 
street railway franchise expires in 
August, 1956, plus the estimated pres- 
ent value ($970,000) of the antici- 


[6] 


pated proceeds of sale at that time. 
Respondents allege that the “net an- 
nual increment cash” will amount to 
$746,000, representing the sum of (1) 
the $106,000 transportation gross in- 
come (after depreciation) for 1940 
(2) the $533,000 excess of the annual 
accrual for railway depreciation over 
the estimated $50,000 annual cash re- 
quirement for replacements, and (3) 
an amount equal to the claimed in- 
crease in cash expenses of the electric 
system if operated independently, less 
the Federal income tax saving which 
would result from such increase in ex- 
penses. Respondents then proceed to 
reduce this “15-year annuity of $746,- 
000” to its present worth by applying 
a discount rate of 6 per cent, the as- 
sumed return thereon when invested 
in the electric utility operations. 

We have indicated in the text our 
doubts with regard to one of the items 
entering into respondents’ computation 
of the value of the transportation sys- 
tem to Virginia, namely, the claimed 
increase in the expenses of the electric 
system if operated independently. 
There is an even more serious objec- 
tion to respondents’ method of com- 
puting the present worth of the “15- 
year annuity of $746,000,” however. 
Even assuming that the “net annual 
increment cash”? will yield a return of 
6 per cent when invested in the elec- 
tric utility operation, there is no cer- 
tainty that the amount of the net an- 
nual increment cash will continue at 
$746,000 throughout the 15-year pe- 
riod. The rate of return which will 
be realized upon the “net annual in- 
crement cash,” if it ts actually received, 
bears no relation to the discount rate 
which should be used in determining 
the present value of future annual in- 
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crements. The discount rate applied 
should reflect the risks of nonreceipt, 
and in our opinion a discount rate as 
low as 6 per cent is not adequate under 
these circumstances. 

Turning now to respondents’ esti- 
mate of the realization from the sale 
of the transportation system, we have 
noted that although Virginia expected 
a realization equivalent to $8,215,000 
from this property, respondents be- 
lieve that no one else would pay more 
than $2,325,000 for it, representing 
its value if conversion to an all-bus 
operation is contemplated. As we 
have seen, however, $639,000 of the 
alleged $746,000 “net annual incre- 
ment cash” would be just as available 
to a purchaser as to Virginia itself, and 
we are unable to accept respondents’ 
assumption that a prosepective pur- 
chaser would be unaware of its avail- 
ability, and would not use it as the 
basis for determining the price he was 
willing to pay. We must, therefore, 
reject this contention of the respond- 
ents. 

For all these reasons we cannot con- 
clude that Virginia’s transportation 
properties are either reasonably inci- 
dental or economically necessary or 
appropriate to the operation of its 
electric system, and we will, accord- 
ingly, order that they be divested. 


2. The Ice Business 


[5] Virginia owns a small ice 
business in Williamsburg, Virginia. 
From the sale of ice produced in its 
operations the company in 1940 de- 
rived gross revenues of $9,619 and 
had expenses of $4,137, leaving a bal- 
ance of $5,481. In prior years re- 
turns in similar amounts were realized 
from this business. The book value 
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of the property used in the ice busi- 
ness, which is included in the electric 
utility plant account, is $14,775. 

The ice plant, which has a capacity 
of 15 tons per day, is located in the 
company’s electric service building in 
Williamsburg and functions prima- 
rily as an aid in the conduct of the elec- 
tric utility business by affording for 
its building a cooling system in the 
summer and a heating system in the 
winter. The record sustains respond- 
ents’ contention that the ice business 
is “subservient and supple- 
mental to the operation of 
[the] electric system and is 
a by-product of cooling and heating 
the company’s electric service building, 

.” Accordingly, we find that 
Virginia’s ice business is reasonably 
incidental and economically appropri- 
ate to the operation of its electric sys- 
tem and may, therefore, be retained. 


3. The Merchandising and Jobbing 
Business 


[6, 7] Virginia is engaged in the 
electric merchandising and jobbing 
business in connection with the pro- 
motion of the sales of electric energy 
in the territory served. It appears 
that these merchandising activities are 
not conducted for profit. Their func- 
tion is to educate the public in the 
benefits that may be derived from the 
use of such appliances as have not yet 
found wide acceptance and to enlarge 
the company’s electric load by increas- 
ing the use of electricity by residen- 
tial customers. Gross revenues from 
the sale and rental of electric appli- 
ances have, according to respondents, 
declined from $422,733 in 1937 to 
$292,999 in 1940. Although the busi- 
ness operated at a net loss during those 
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four years, the size of this loss has 
diminished considerably since 1937 so 
that, according to respondents’ books, 
it was only $23,395 in 1940. How- 
ever, if Virginia’s latest proposed re- 
allocation of interdepartmental expen- 
ses were applied in 1940, the loss 
would have been considerably greater. 

Since the activities of the appliance 
sales operations are reasonably de- 
signed to, and do, educate the public 
in the use of electricity, they are not 
unrelated to the business of operating 
an electric utility system. The discon- 
tinuance of an outside sales force in 
recent years and the termination of 
sales of those appliances with which, 
through persistent effort, the public is 
# already familiar are further evidence 
that this business is conducted prima- 
rily for the benefit of the electric util- 
ity business, rather than as an inde- 
pendent adjunct. Serving the same 
purpose as ordinary sales promotion 
devices and implementing them in an 
effort to encourage greater consump- 
tion of electricity, these efforts, which 
the record discloses have tended to in- 
crease electric energy sales, may prop- 
erly be considered incidental or eco- 
nomically necessary and appropriate 
activities entailed in operating the 
electric utility system. Virginia’s elec- 
tric appliance merchandising business 


is, therefore, retainable as reasonably 
incidental to the operations of the elec- 
tric utility system.® 

Virginia is also engaged in the gas 
appliance merchandising business in 
connection with its gas operations in 
Norfolk. This business is conducted 
with the same general purposes as the 
electric merchandising business. In 
1940 gross revenues from the sale and 
rental of gas appliances were $66,977. 
For the first time since 1937 this busi- 
ness showed a_ profit—$3,732—in 
1940. However, if interdepartmental 
expenses were more properly allocated, 
the 1940 figures for gas appliance op- 
erations would also have been red. AlI- 
though the gas appliance merchandis- 
ing business is reasonably incidental 
or economically necessary or appropri- 
ate to the operations of Virginia’s gas 
system, it is not so related to the com- 
pany’s electric system. Since, as we 
shall see, the gas system must be sev- 
ered from common control with the 
electric system, Engineers must also 
divest itself of this business. 


B. Additional Systems Sought to Be 
Retained by Engineers along with 
Virginia’s Electric System 

1. Virginia Gas System 
[8, 9] Engineers seeks to retain 
Virginia’s gas utility system along with 





§For some time prior to the enactment of 
the Public Utility Holding Company Act ef- 
forts were made on the part of independent 
anpliance dealers to prohibit public utilities 
from engaging in the appliance business. Ac- 
cording to one source, “between 1930 and 1937, 
in the legislatures of 23 states were presented 
bills designed to prohibit utility merchandis- 
ing. In two of these, Kansas and Oklahoma, 
such bills were enacted into law. Kansas, 
Laws 1931, Chap. 238; Okla. Stat. § 5301, as 
amended by S. 96, 1931 Sess. Laws p. 188.” 
(Thompson and Smith, Public Utility Eco- 
nomics [1941] 514; see also Nash, Economics 
of Public Utilities [1933] 470.) The Kansas 
statute was held unconstitutional by the su- 


preme court of that state. (Capital Gas & E. 
Co. v. Boynton, 137 Kan. 717, PUR1933D 435, 
22 P(2d) 958; writ of certiorari dismissed 
on procedural grounds, Boynton v. Hutchin- 
son Gas Co. [1934] 292 US 601, 78 L ed 
1464, 54 S Ct 639.) A number of administra- 
tive and judicial proceedings were conducted 
in various states it. connection with appliance 
merchandising by utilities. (Thompson and 
Smith, supra; Mosher and Crawford, Public 
Utility Regulation [1933] 141.) In legislat- 
ing on the scope of activity permitted to hold- 
in company systems, however, Congress did 
not deal specifically with this question, and 
the language of the statute leads to the con- 
clusion we have reached here. 
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Virginia’s electric system. The gas 
system consists of a gas manufactur- 
ing plant located in Norfolk and a dis- 
tribution system which serves an area 
of approximately 35 square miles in 
the city of Norfolk, Virginia, and its 
suburbs. As of July 1, 1941, the sys- 
tem furnished gas to 29,363 custom- 
ers of a total of about 157,000 persons 
residing in the area served. It is the 
second largest gas system in the state 
serving retail consumers. Its distri- 
bution facilities on December 31, 1940, 
included 207.6 miles of high pressure 
and 149.5 miles of low pressure mains, 
and its manufacturing plant had a ca- 
pacity of 8,500,000 cubic feet per day 
(but was restricted to an actual capac- 
ity of about 75 per cent of that 
amount by the limitations of the pip- 
ing system from plant to holders). 
During the year 1940, the plant pro- 
duced about 1,161,800,000 cubic feet 
of gas and the system’s total sales 
were 1,011,427,000 cubic feet. The 
book value of the gas utility plant, as 
of December 31, 1940, amounted to 
$6,051,309, including admitted net 
write-ups of $1,562,611. Its gross 
operating revenues in 1940 were, ac- 
cording to respondents, $1,054,987, 
its net income was $120,892, and its 
gross income was $270,370. We 
find Virginia’s gas system to be an in- 
tegrated public utility system within 
the meaning of § 2(a) (29) (B) of the 
Public Utility Holding Company Act. 


Since the principal system here in- 
volved is an electric utility system, un- 
der our prior decisions the gas prop- 
erties cannot be part of the single in- 
tegrated public utility system. Re 





10 This figure is based on Virginia’s pro- 
posed method of allocating interdepartmental 
expenses. 
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United Gas Improv. Co. (1941) 
Holding Company Act Release No, 
2692; Re Columbia Gas & E. Co, 
(1941) 8 SEC 443, 37 PUR(NS) 
288 ; and Re The North American Co, 
(1942) 43 PUR(NS) 257. There. 
fore, in determining whether, as re. 
spondents contend, this system is re- 
tainable in the Engineers holding com- 
pany system we must consider wheth- 
er it conforms to the requirements of 
§ 11(b)(1) with respect to addition- 
al integrated public utility systems. 

Section 11(b)(1) permits the re- 
tention by a holding company of one 
or more additional integrated public 
utility systems such as Virginia’s gas 
system if we find that: 

(A) Each of such additional sys- 
tems cannot be operated as an inde- 
pendent system without the loss of 
substantial economies which can be se- 
cured by the retention of control by 
such holding company of such system; 

(B) All of such additional systems 
are located in one state, or in adjoin- 
ing states, or in a contiguous foreign 
country ; and 

(C) The continued combination of 
such systems under the control of such 
holding company is not so large (con- 
sidering the state of the art and the 
area or region affected) as to impair 
the advantages of localized manage- 
ment, efficient operation, or the effec- 
tiveness of regulation. 


Since the electric and gas systems 
are located in the same state, the com- 
bination is not repugnant to the stand- 
ards of Clause (B) of § 11(b)(1). 

Moreover, the gas system, serving 
only the city of Norfolk and its sub- 
urbs (an area of approximately 35 
square miles), lies entirely within a 
small portion of the electric service 
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area (which, in all, contains 13,500 
square miles). Norfolk is a highly 
industrialized city with a population of 
about 144,000. Retention of the gas, 
along with the electric, system would 
result in the combination of a $6,051,- 
309 gas plant account (including 
write-ups of more than $1,500,000) 
with a $68,007,540 electric utility 
plant account, increasing the latter 
figure by 8.9 per cent, and the com- 
bination of about $1,055,000 of gross 
gas operating revenues (based on 
1940 figures) with about $14,910,000 
of gross electric operating revenues 
(also based on 1940 figures), increas- 
ing the latter figure by 7.1 per ceni. 
Both the gas system and the electric 
system are subject to regulation by 
the Virginia State Corporation Com- 
mission, which has authority to fix 
rates and regulate the issuance of se- 
curities and the keeping of accounts. 
We do not regard this as a prohibi- 
tively large combination. On the rec- 
ord before us, therefore, we find that 
the combination of Virginia’s gas and 
electric system is not so large, in view 
of the state of the art and the area af- 
fected, as to impair the advantages of 
localized management, efficient oper- 
ation, or the effectiveness of regula- 
tion. 

There remains, however, for our 
consideration the question of the con- 
formity of this combination to the 
standards of Clause (A) of § 11(b) 
(1). Under Clause (A), an addi- 
tional integrated public utility system 
can be retained only if it is demon- 
strated that it cannot be operated in- 
dependently of its present holding 
company parent without the loss of 
substantial economies which can be 
secured by the retention of control 


85 


by its present holding company. Re- 
spondents assert that substantial econ- 
omies in the operation of both the 
gas and electric systems will be lost 
if common control of these prop- 
erties is terminated. The econo- 
mies are said to amount to $71,500 in 
the operation of the gas system and 
$56,000 in the operation of the elec- 
tric system. We need not at present 
decide between the contention of the 
Public Utilities Division that the “loss 
of substantial economies” in the (A) 
standard refers exclusively to econo- 
mies lost to the additional system, and 
the contrary contention of the re- 
spondents that the clause refers to 
economies lost to both the principal 
system and the additional system. 
Assuming, arguendo, that the latter 
interpretation is correct, we cannot 
find a loss of substantial economies. 
The economies claimed stem largely 
from savings in the form of salaries 
which, on separation, would either be 
paid to allegedly necessary additional 
personnel or, instead of being shared, 
as at present, would be borne by one 
system or the other. In prescribing 
the conditions under which additional 
systems may be retained, however, 
Congress did not speak in terms of in- 
creased expenses. It authorized the 
retention of additional systems if they 
could not be operated independently 
without the loss of substantial econo- 
mies. And in measuring the loss of 
economies accompanying the sever- 
ance of a combination of two utility 
systems it is particularly important to 
consider the beneficial effects of in- 
dependent ownership upon the effi- 
cient operation of each system. A 
consideration of increased expendi- 
tures alone does not adequately reflect 
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the impact of severance upon the two 
systems. Where, as here, gas and 
electric operations are conducted in 
the same territory and in many ways 
compete with each other, the danger 
exists that under a single manage- 
ment one business may be suppressed 
in favor of the other™ or that one 
will bear burdens properly allocable 
to the other. The record before us 
shows, for instance, that there have 
been abuses in allocating expenses be- 
tween gas and electric properties. 
Not only has there been a failure to 
allocate or separate the expenses of 
many specific items,” but there has 
been an over-all erroneous allocation. 
Thus, prior to 1933, expenses were 
allocated between Virginia’s depart- 
ments in the ratio which the gross 
revenues from each bore to the total. 
After that year they were allocated 
on a net revenue basis, the prior year’s 
revenues furnishing the annual yard- 
stick for the current year’s allocation. 
The effect of this change was to in- 
crease the expenses allocable to the 
electric department and to decrease the 
expenses allocable to the gas depart- 
ment. Neither method of allocation 
bore any relationship to the actual ex- 


penses involved. With the com. 
mencement of this proceeding still 
other allocations have been suggested 
by the respondents. The impropriety 
of the prior allocations, however, as 
the respondents admit, has in the past 
affected the rate structures of the gas 
and electric operations. It is true 
that respondents propose to attempt to 
correct these practices. But that these 
abuses can most effectively be elimi- 
nated by complete severance is un- 
questionable. Moreover, the possi- 
ble benefits of unsuppressed develop- 
ment and growth for each business 
must also be cast in the balance when 
substantial economies are measured. 
The economies which may be expect- 
ed from a personnel single-mindedly 
devoted to the operation of either a 
gas or electric business, although not 
predictable in precise mathematical 
terms, cannot be ignored. 


Turning to an examination of re- 
spondents’ claims as to increased ex- 
penditures, we find that while the 
figures claimed for the gas operations 
would, if accurate and in the absence 
of any benefits resulting from separa- 
tion, afford an impressive basis for 
finding a loss of substantial econo- 





11 Thus, in testifying with respect to the 
Gulf gas and electric combination, H. V. Fa- 
ber, treasurer of Gulf, when asked why the 
need for separate service buildings for inde- 
pendent gas and electric systems could not be 
obviated by the gas system’s renting a portion 
of the service building now used jointly, re- 


plied: 
“If I had anything to do with it I don’t 
believe you would keep it. there.” 


Q. That is because you wouldn’t want your 
competitor in the same building. 

A. That is because if two interests get to- 
gether, why, I don’t believe they get along 
very well. We have a common interest now 
and it would be separate interests under this 
proposed gas company being a separate com- 
pany. There wouldn’t be anything in com- 
mon. 
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Q. Would you say that if the gas depart- 
ment were independent that they would have 
conflicting interests with the electric opera- 
tions? 

A. I think the gas, another gas company 
would try to do its best job, and they may 
want to do things differently than they are 
being done now. 

Q. You wouldn’t say that the interests of 
a gas utility and an electric utility though 
would run cross current, would you? 

A, I believe they would if they were sep- 
arate. 


12E.g. the failure to segregate retirement 
reserve among departments, the failure to 
charge the gas system proper rentals for build- 
ing space used by it but owned by the elec- 
tric department. 
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mies to that system,” the record dis- 
closes that the increased expenditures 
envisaged by respondents in the event 
of independent operation are exces- 
sive. In estimating the personnel re- 
quirements of the independent gas 
system, respondents are, to say the 
least, liberal in their proposals. The 
evidence indicates not only that a dis- 
proportionately large number of em- 
ployees is contemplated for the new 
enterprise but that the expenses as- 
sumed to attend its operation are ex- 
traordinary. For instance, the evi- 
dence introduced in these proceedings 
requires a significant reduction of re- 
spondents’ estimate that independent 
operations will require nineteen addi- 
tional employees for conducting the 
“customers’ accounting and collection” 
work. Nor does the record sustain a 
claimed cost of performing billing 
and accounting operations for the in- 


dependent gas company alone which is 
almost identical with the present cost 
of these operations for combined gas 
and electric customers. 

With respect to other operations 
also, exaggerations appear in respond- 


ents’ claims. Serious questions are 
raised, for instance, by the asserted 
increase in advertising and sales pro- 
motion expenses. Not only is there 
doubt as to the need of at least one 
of the proposed additional employees 
but the calculated expense of adver- 
tising for an independent gas com- 
pany is not sustained by the testimony. 
To be considered in this connection 
is the fact that the increased expendi- 


tures in this type of work will dimin- 
ish as the independent company be- 
comes firmly established in the public 
mind as a separate enterprise. Al- 
though even respondents’ witnesses 
admit the temporary character of in- 
creases in this department, no appro- 
priate adjustment is made in respond- 
ents’ claims of lost economies. 
Another area in which the record 
contains indaequate support for re- 
spondents’ contentions is that dealing 
with the proposed increase in the ex- 
penses of executive personnel. The 
record discloses that the present ex- 
ecutives of Virginia devote no more 
than 6 per cent of their time to the 
problems of the gas operations. Re- 
spondents estimate an increase of 
$11,500 in salaries of general officers 
and executives who will be needed if 
the gas properties are to be operated 
independently. Presumably, the ad- 
ditional assistance will be competent. 
To regard sums spent on competent 
personnel, who will give their individ- 
ual attention and full energies to the 
problems of the gas system, as a flat 
increase in expense presupposes that 
the services thus rendered will be 
worth no more than 6 per cent of the 
time of Virginia’s present executives. 
With the highest regard for the abili- 
ties and diligence of Virginia’s offi- 
cers, this assumption can, neverthe- 
less, not be indulged. Indeed, a 
curious light is thrown on the charac- 
ter of the executive supervision of the 
gas operations—both at present and 
in the proposed future combination 





3 But cf. the language of Senator Wheeler 
in interpreting the Conference Committee's ac- 
tion with respect to Clause (A) : 

“After considerable discussion the Senate 
conferees concluded that the furthest conces- 
sion they could make would be to permit the 
Commission to allow a holding company to 


control more than one integrated system if the 
additional systems were in the same region as 
the principal system and were so small that 


they were incapable of independent economical 
operation. .” 79 Cong. Rec. (1935) 
14479. (Italics supplied.) 
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of the gas and electric systems—by 
respondents’ statement that the esti- 
mated quantity and expense of addi- 
tional executive assistance required 
for the proposed combination of Vir- 
ginia and Savannah, will not be mate- 
rially reduced if Virginia’s gas system 
is severed from the combination. 

We conclude that, with respect to 
the gas properties alone, the record, if 
given its most liberal interpretation, 
would not sustain a finding of more 
than one half the claimed increased 
expenses.* We further conclude that 
the loss of economies would in fact 
be less than such increased expenses.” 

The statutory scheme contemplates 
that a holding company will be con- 
fined to the operation of a single in- 
tegrated public utility system and in 
exceptional cases to certain additional 
integrated utility systems. And Con- 


gress required that the circumstances 
under which so exceptional a combi- 
nation can be permitted must depend, 
among other things, upon a showing 
that substantial economies would be 
lost in the break-up of such a combi- 


nation. Since this requirement is an 
exception to a clearly expressed gen- 
eral policy, it must be strictly con- 
strued."® Moreover, in determining 


what are substantial economies, we 
must bear in mind that Congress was 
informed that some loss of economies 
of the sort principally involved in this 
situation—in joint administrative, 
clerical, and supervisory services and 
the use of joint facilities—almost in- 
evitably would accompany separation 
of jointly controlled utility systems.” 
Against this background we must re- 
quire clear and convincing evidence of 
a loss of economies which would 
seriously impair the effective opera- 
tions of the systems involved in order 
to permit the retention of an addition- 
al system. 


The record before us does not in- 
dicates that a loss of substantial econ- 
omies will attend the severance of 
the gas properties from common con- 
trol with the electric system. Accord- 
ingly, the requirements of Clause (A) 
of § 11(b)(1) do not permit the re- 
tention of the former as a system 
additional to the latter. 


2. Savannah Electric and Power 
Company 


(a) Requirements of Clause (A) 
of § 11(b)(1) 
[10] The Savannah Electric and 





14 This reduction in the claimed increased 
expenses would result in an increase of 4.6 
per cent in the 1940 gas operating expenses 
and a decrease of 13.3 per cent in gross gas 
income for 1940 and 29.8 per cent in the 1940 
gas income available for dividends. These 
figures, of course, do not in any way reflect 
any income tax savings to the gas system. 

15In this connection, we note further that 
there are certain expenses of the combination 
—such as the cost of continuously and prop- 
erly allocating expenses—and certain savings 
to the electric system from severance—such as 
the full-time use (in view of the expansion 
of electric operations) of the employees and 
facilities formerly used in part by the gas 
department—which must also be considered in 
evaluating respondents’ claims. Of course, too, 
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to the extent that present joint electric-gas 
facilities can be used by relatively more profi- 
table electric operations after the gas depart- 
ment is severed, any loss which the electric 
system may suffer through an order of dives- 
titure will be reduced. 

16 Cf, Spokane & I. E. R. Co. v. United 
States (1916) 241 US 344, 60 L ed 1037, 36 
S Ct 668; Securities and Exchange Commis- 
sion v. Sunbeam Gold Mines Co. (1938) 95 
F(2d) 699, 701. 

17 Hearings before Committee on Interstate 
and Foreign Commerce on H. R. 5423, 74th 
Congress, Ist Session (1935) Part 2, pp. 1249, 
1402, 1530, 1531, Part 3, pp. 2257-2277. 

Hearings before Committee on Interstate 
Commerce on S. 1725, 74th Congress, Ist Ses- 
sion (1935) p. 65. 
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Power Company (hereinafter re- 
ferred to as Savannah) is a subsidiary 
of Engineers. The continued control 
of its properties along with Virginia’s 
electric system is also sought by re- 
spondents. This company, in addi- 
tion to operating an electric utility 
system, is engaged in the electric mer- 
chandising and jobbing business and 
the street railway and bus businesses. 
Its plant account as of December 31, 
1940, and its operating revenues, net 
operating revenues, gross income, and 
net income for each of the depart- 
ments for the year ended that date 
were as follows: 


operating west of Savannah’s terri- 
tory, is under construction. 

The electric system has a generat- 
ing capacity of 35,500 kilowatts, 
limited by boiler capacity to 31,200 
kilowatts. It is centered in one steam 
plant, is completely interconnected 
and includes 644 pole miles of trans- 
mission and distribution lines and 13 
miles of underground conduits. Dur- 
ing 1940, the energy generated to- 
talled 96,326,000 kilowatt hours and 
sales amounted to 83,295,000 kilowatt 
hours. 

We find that Savannah’s electric 
utility system is an integrated public 


Net 


Net 
Income a 
$507,410 

( 163,427* 


$343,983b 


Gross 
Income a 
$826,733 

( 107,957* 


$718,776 


Plant 
Account 
$12,932,358 
1,939,887 

304,843 


$15,177,088 


Operating 
Revenues @ 
$828,626 
( 107,945* 


$720,681 


Operating 
Revenues 
$2,081,550 
52,265 
338,184 


$2,471,999 











* Indicated deficit. 


a Based on Savannah’s proposed method of allocating interdepartmental expenses. 
b Not including a $4,265 deficit from appliance merchandising. 


Savannah’s electric utility system 
serves the city of Savannah, Georgia, 
and a surrounding area, having a total 
population of approximately 120,000. 
Savannah itself has a population of 
about 96,000 and is the second largest 


city in the state. Of the system’s 
24,857 customers on March 31, 1941, 
20,839 (84 per cent) were within a 
3.8 mile radius of the company’s gen- 
eral office at Savannah, and 23,917 
(96 per cent) were within a 15-mile 
radius; the remainder of the popula- 
tion served is within a radius of ap- 
proximately 45 miles. The system is 
surrounded by thinly populated terri- 
tory and broad marsh lands and is 
almost entirely isolated, although an 
interconnection with Georgia Power 
Company, a nonaffiliated company 
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utility system within the meaning of 
§ 2(a) (29) (A) of the Public Utility 
Holding Company Act of 1935. 


Since we have found that the com- 
bination of Virginia and Savannah is 
not repugnant to the standards of 
clause (B) of § 11(b)(1)™ there 
now remain for our consideration the 
questions of its conformity to the 
standards of Clauses (A) and (C) 
of that section. As we have pointed 
out, under Clause (A) an additional 
integrated public utility system can 
be retained only if it is demonstrated 
that it cannot be operated independ- 
ently of the principal system without 
the loss of substantial economies 
which can be secured by the retention 


18 Re Engineers Pub. Service Co. (1941) 
40 PUR(NS) 1. 
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of control in combination with the 
principal system. Respondents assert 
that substantial economies in the 
operation of Virginia and Savannah 
can be secured if common control of 
these companies by Engineers is per- 
mitted. Again, we assume, without de- 
ciding, that the lost economies whose 
substantiality is in question may in- 
clude economies to both the princi- 
pal and the additional systems. Ac- 
cording to respondents’ calculation of 
the economies, $28,000 will be lost by 
each company in the event of sever- 
ance. 


It will again be noted that this 
amount represents increased expense, 
which, as we indicated above, is not 
necessarily equivalent to lost econo- 
mies, and which does not take into 
consideration any improvements in 
service or efficiency or other benefits 
that may result from severance. The 
economies thus asserted as substantial 
amount to a saving of $56,000 an- 
nually in the combined operations of 
these two enterprises. They are com- 
puted on the premise that the present 
service company, Engineers Public 
Service Company, Inc., will be unable 
to continue to render its services for a 
system as small as the largest possible 
combination of the Virginia and 
Savannah properties. Accordingly, 
respondents assert that the services 
now rendered by the service company 
must be separately provided for Vir- 
ginia and for Savannah, either by ad- 
ditional expert personnel or by sepa- 
rate service arrangements with an in- 
dependent service company. It is 
estimated that the cost of these serv- 
ices to the operating companies if 
they remain under common control 
would be $56,000 less per annum than 
46 PUR(NS) 


it would be if they were operated in- 
dependently. The services thus as- 
serted as necessary are not of the kind 
that involve the physical, day-to-day 
operations of the utility properties, 
Rather they consist in such activities 
as advice with respect to taxes, insur- 
ance procurement, accounting con- 
sultation, assistance in planning and 
executing financing operations, and 
public relations. And even in these 
fields they encompass, for the most 
part, supervisory and consultative 
work rather than preparation of re- 
ports or studies or accounts in the 
first instance. In short, they are of a 
general character which might inhere 
in the operation of any two similar 
and related, but not jointly operated, 
businesses. 

In considering the Public Utility 
Holding Company Act of 1935 Con- 
gress was informed that economies of 
this type attended holding company 
control and that increased expenses 
of this character might attend the 
severance of operating companies 
from holding company systems.” 
The Congress, nevertheless, provided 
that a holding company was to be 
limited in its operations to a single 
integrated public utility system, and 
only in certain exceptional cases did it 
authorize the retention of more than 
one integrated public utility system 
under common control. One of the 
conditions defining these limited cases 
was the achievement of substantial 
economies by combination. This 
statutory requirement of “substantial 
economies” (which, as we have point- 
ed out, is contained in an exception 
to a general policy and must, there- 
fore, be strictly construed against 





19 Supra, note 17. 
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those claiming its benefits) ® must be 
tested in the light of congressional 
knowledge that in the normal course 
of events certain economies, partic- 
ularly of the sort here involved, could 
be obtained by common control. At 
least a proportionately larger saving, 
and one of considerable significance in 
successfully conducting the utility 
businesses involved, must be shown 
in any given case in order to permit 
the retention of the properties under 
the standards of Clause (A). The 
legislative history of this statute fur- 
ther emphasizes the size and scope re- 
quired of the losses attending sepa- 
ration in order that the necessary 
loss of “substantial economies’ be 
found. (Cf. Re The North Ameri- 
can Co. [1942] 43 PUR(NS) 


257).™ 
We cannot find that the standards 
of Clause (A) permit the retention 


of Savannah under common control 
with Virginia. Accepting respond- 
ents’ figures as both quantitatively ac- 
curate and qualitatively appropriate, 
we are presented with an increase in 
espenses of $28,000 annually for each 
company. This represents a .3 per 
cent increase in Virginia’s 1940 elec- 
tric operating expenses and a 2.2 per 
cent increase in Savannah’s 1940 elec- 
tric operating expenses.” It repre- 
sents .5 per cent of Virginia’s gross, 
and .7 per cent of its net income from 
electric operations in 1940 and 3.4 
per cent of Savannah’s gross and 5.5 


per cent of its net income from elec- 
tric operations in 1940.%7 When the 
background and meaning of the con- 
gressional requirement of “substantial 
economies” is examined and the po- 
tentialities of a staff devoted solely to 
the problems of efficiently conducting 
one electric system are considered, 
this showing does not permit the re- 
tention of Savannah under the stand- 
ards of Clause (A), even if respond- 
ents’ figures are accepted. 

But the figures must be approached 
somewhat critically. In the first 
place, we note that they include econ- 
omies in the operation of the trans- 
portation properties which, as we 
shall see, are not retainable in any 
event. Accordingly, the savings are 
immediately not as great as claimed. 
Moreover, respondents arrive at the 
claimed “substantial economies” by 
comparing two entirely hypothetical 
costs—the estimated costs for provid- 
ing services for the two companies 
when combined under common con- 
trol and the estimated cost for provid- 
ing services for the two companies 
when independently managed. The 
uncertain nature of evidence of this 
character requires care in the exami- 
nation of the asserted claim and cir- 
cumspection in the reliance on the 
offered proof. The accuracy, for in- 
stance, with which respondents have 
gauged the number and expense of 
additional experts is shaken by their 
statement that no material change will 





20 Supra, note 16. 

21Evidence of congressional intent, and 
knowledge of the problem, in using the word 
“substantial,” is disclosed in the statement of 
the Senate Committee on Interstate Commerce 
(Senate Report No. 621, 74th Congress, Ist 
Session (1935), p. 9) made in discussing the 
requirements of the bill in respect of arrange- 
ments with service companies: “The require- 
ment that mutual service companies must per- 


form their contracts for member companies 
at a substantial saving to member companies 
has been relaxed so as to require only a rea- 
sonable saving.” (Italics supplied.) 

22 These figures are based on Savannah’s 
proposed method of allocating interdepart- 
mental expense. 

23 Jdem. 

-4 Page 28, infra. 
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be required in the scope and expense 
of this assistance, even if Virginia’s 
transportation and gas properties and 
Savannah’s transportation properties 
are not included in the anticipated 
combination. 

Moreover, we believe that the loss 
of economies which Engineers claims 
will accompany independent operation 
is not borne out by the record. These 
economies, as we have noted, are 
predicated on savings in obtaining 
supervisory services which it is con- 
tended are necessary in the operation 
of the two companies. It is antici- 
pated that the addition of expert ex- 
ecutives to Virginia’s staff who can 
also render appropriate services to 
Savannah will more economically af- 
ford the necessary assistance than 
will the employment of a service com- 
pany. But many of the functions 
which it is proposed that the super- 
visory experts will perform could be 
efficiently performed by members of 
the present executive staffs of each 
operating company. And the fact 
that Engineers continuously sees fit 
to recruit its supervisory experts 
from the ranks of the operating com- 
pany executives reflects a capacity in 
these men for that purpose. That 
these services have not been per- 
formed by the operating personnel in 
the past is at least partially attributa- 
ble to the historical policy of the hold- 
ing company system which denied 
them the opportunity to fully exer- 
cise their abilities in these matters. 
Respondents have not demonstrated 
that an independent local management 
requires such thoroughgoing or ex- 
pensive assistance of additional ex- 
perts as is contended. 

The record does not convince us 
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that the price of independence and the 
economies of common control are 
substantial. We, therefore, cannot 
find that the separation of Savannah 
from Engineers’ system will result in 
the loss of substantial economies 


within the meaning of Clause (A). 


(b) Requirements of Clause (C) 
of § 11(b)(1) 

[11-13] Clauses (A), (B), and 
(C) of § 11(b)(1), establishing the 
requirements for the retention of a 
public utility system in addition to a 
principal system, are set forth in the 
statute in the conjunctive. To per- 
mit a holding company to control 
more than one system we must find 
that the standards of all three clauses 
are met by the proposed combination. 
Compliance with one or two will not 
suffice. Savannah has failed to meet 
the standards of Clause (A), and on 
that ground alone its retention by En- 
gineers as a system additional to Vir- 
ginia is precluded. While, therefore, 
our decision with respect to Clause 
(A) renders unnecessary any deter- 
mination with respect to Clause (C), 
we feel that in a proceeding of this 
character a resolution of this latter 
question will not be inappropriate. 

Under Clause (C) an additional 
integrated utility system can be re- 
tained by a holding company only if 

“The continued combination of 
such systems under the control of 
such holding company is not so large 
(considering the state of the art and 
the area or region affected) as to im- 
pair the advantages of localized man- 
agement, efficient operation, or the 
effectiveness of regulation.” 

Respondents have suggested that, 
since Clause (B) establishes geo- 
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graphical conditions which must be 
met in order to permit common con- 
trol of more than one integrated pub- 
lic utility system, Clause (C), requir- 
ing that a combination be “not so 
large” as to impair certain specified 
advantages, cannot be, and is not, ad- 
dressed to geographical conditions. 
This argument misapprehends the 
character of the (A), (B), and (C) 
causes in § 11(b) (1). While these 
clauses impose separate conditions, 
these conditions do not set up mutual- 
ly exclusive types of standards. The 
fact that Clause (B) is concerned 
with certain geographical considera- 
tions does not mean that all geo- 
graphical factors are excluded from 
the scope of the other two clauses. 
And, in fact, the words, “not so 
large (considering the area 
or region affected ) ,” indi- 
cate the existence of geographical 
considerations to be taken into ac- 
count in applying the standards of 
Clause (C). The relevance of such 
considerations in the sensible applica- 
7 tion of the clause is manifest. The 
clause is concerned with the effect of 
the size of a combination of integrat- 
ed public utility systems on the ad- 
vantages of localized management, 
efficient operation, and effectiveness 
of regulation. The magnitude of the 
distances and differences between the 
service areas of the components of the 
combination clearly has some bearing 
upon the possibility of obtaining for 
the combination the advantages of 
localized management, efficiency of 
operations, and effectiveness of reg- 


ulation. It is almost too obvious to 
need explicit statement that, other 
things being equal, the advantages of 
localized management, for example, 
are less likely of achievement in a 
combination whose properties are 
separated by 450 miles than in a com- 
bination of adjacent properties.* 
The legislative history of the act 
bears out the plain meaning of its 
language. The Senate Committee 
Report points out that one of the pur- 
poses of the legislation is “to confine 
the operations and the interest of 
each public utility system to the actual 
utility business of a given region so 
that the system will have to work out 
a modus vivendi with the population 
of that region. A far-flung 
disjointed system is independent and 
absentee so far as any particular com- 
munity in its system is concerned. 
Its management has the problems of 
no one community for its exclusive 
consideration. It derives a great por- 
tion of its power and its profits from 
outside sources over which the com- 
munity has no control. It can never 
be successfully regulated by the com- 
munity it serves. . An operating 
system whose management is confined 
in its interest, its energies and its 
profits to the needs, the problems, and 
the service of one regional community 
is likely to serve that community bet- 
ter, to confine itself to the operating 
business, to be amenable to local reg- 
ulations, to be attuned and responsible 
to the fair demands of the public. 
9 96 


Congress contemplated 


Clearly 





% Of course, the fact that geographical fac- 
tors must be considered in determining wheth- 
er a combination is too large does not mean 
that an examination of the size of the physical 
properties, plant accounts, revenues or income 


is not also apposite in treating the require- 
ments of Clause (C). 
26 Senate Report No. 621, 74th Congress, Ist 
Session (1935), pp. 11, 12. 
46 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


that geographical restrictions in 
Clause (C) determined on the basis 
of the “area” or “region,” and sup- 
plementing the automatic limitations 
of Clause (B) which are based on 
state boundaries, might be necessary 
to effectuate the purposes of the act. 


If the retention of Savannah is 
permitted, Engineers propose to es- 
tablish its headquarters in Richmond 
and to operate the two companies 
from that city. The electric systems 
of Virginia and Savannah are ap- 
proximately 315 miles apart at the 
closest point and approximately 525 
miles apart at the farthest point. 
Their executive officers are separated 
by 443 miles. Savannah serves only 
the city of Savannah and its suburbs. 
Its service area is surrounded by 
marshy, uninhabited territory. Vir- 
ginia serves eastern Virginia and 
northeastern North Carolina. No 
operating relationship exists between 
the two companies. The industrial 
and agricultural life of Virginia’s 
service area has little economic re- 
lationship with that of Savannah’s 
service area. In fact, as one of re- 
spondents’ witnesses indicated, be- 
tween the areas served by Virginia 
and Savannah there is little, if any- 
thing, in common which would not be 
common to any two different econom- 
ic, geographical, and political areas 
of the South. Under these circum- 
stances it does not appear that an ar- 
rangement by which the chief execu- 


tives would still only occasionally 
visit the properties in Savannah or 
the region in which they operate® 
would keep these additional systems 
“under localized management with a 
principal integrated system”*® or 
would avoid the evil that arises when 
the growth and extension of a — 
company “bears no relation to 

the integration and codrdination of re- 
lated operating properties.” *® An 
awareness of, and a sensitivity to the 
problems of the population of Savan- 
nah are not likely to be engendered in 
a management which resides and 
works in Richmond. Accordingly, 
we cannot find that the combination 
is not so large as to impair the ad- 
vantages of localized management. 

The record before us will, there- 
fore, not sustain a finding that the 
combination of Virginia and Savan- 
nah meets the requirements of Clause 
(C) of § 11(b) (1). 

[14] In view of the fact that 
Savannah, under the standards of 
Clauses (A) and (C) of § 11(b) 
(1), cannot be retained by Engineers 
as an integrated public utility system 
in addition to Virginia’s electric sys- 
tem, we will order Engineers to di- 
vest itself of Savannah. We doubt 
whether, under the circumstances of 
this case, it is necessary for us to de- 
cide which of Savannah’s other busi- 
nesses are reasonably incidental or 
economically necessary or appropriate 
to the operation of its electric system. 





27 Respondents in their brief admit that “the 
only change that will be made in management 
in effecting the combination of the Virginia 
and Savannah companies will be the transfer 
of certain executives and experts from New 
York to Richmond.” 

28H. R. Report No. iia 74th Congress, 
Ist Session (1935) p 

29 Holding Passer hic § 1(b) (4). 
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30 “Tt may be observed that § 11 (b) in both 
the Senate bill and the House amendment con- 
templates the reéstablishment of the advan- 
tages of localized management in the operat- 
ing utility industry and the consequently nec- 
essary breakdown of the control of large hold- 
ing companies over geographically scattered 
operating utility companies.” Op. cit. supra, 
note 28, at p. 70 
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However, since respondents have so 
requested, since the record is before 
ys, and since the task is relatively 
simple,“ we deem it appropriate to 
set forth our views upon the retain- 
ability of Savannah’s other businesses. 

As we have already pointed out, 
Savannah, in addition to engaging in 
the electric utility business, operates 
a transportation system. Although 
originally this enterprise was entirely 
a railway system, the company has 
gradually shifted to bus operations so 
that today it operates 10 bus lines 
with a total route mileage of about 
42 miles and only 3 railway lines with 
a total equivalent single track mileage 
of about 17.5 miles. Over these 


routes service is furnished by 17 pas- 
senger and 7 service street cars and 49 
busses. Of the approximately 2,300,- 
000 revenue miles travelled by the 
combined bus and railway facilities, 


about 81 per cent were covered by 
busses. The railway properties—both 
tracks and rolling stock—are old and 
in constant need of expensive repairs. 
Indeed, in view of the condition of 
these properties the immediate discon- 
tinuance of railway service and the 
substitution of busses has been recom- 
mended to and considered by Savan- 
nah’s officers. 

As of December 31, 1940, the book 
value of Savannah’s transportation 
investment was $2,244,730 as com- 
pared with a book value of its electric 
utility investment of $14,718,632. 
In 1940, the electric system’s gross 
revenues were $2,081,550 and the 
transportation system’s gross reve- 


nues were $390,449. Electric net in- 
come for that year amounted to 
$826,733, as compared with a trans- 
portation operating deficit of $107,- 
958. 

The equipment used jointly by the 
two departments consists largely of 
poles * from which both trolley and 
electric wires are suspended. Joint 
use is also made of automobiles and 
trucks, certain garage and automotive 
repair facilities and a general office 
building. Of the company’s 381 em- 
ployees, 126 perform work for both 
departments, but the majority of 
these are engaged in clerical, repair, 
and administrative, rather than opera- 
tional, work. 

The 1,818,700 kilowatt hours of 
Dc electric energy * which the elec- 
tric system supplied to the transporta- 
tion properties in 1940, was charged 
on the company’s books to the latter 
at $7,233, but an admittedly fairer 
allocation would increase this charge 
to $23,844. In addition, certain mis- 
cellaneous Ac electric energy, charged 
on the books to the transportation de- 
partment at $1,039 but more properly 
chargeable at $4,970, was supplied by 
the electric department. On its side 
the transportation system furnished 
certain electric employees with free 
transportation. 

Respondents contend that the sev- 
erance of the transportation proper- 
ties will require the absorption by the 
electric system of expenses in the 
amount of $50,851 annually. These 
expenses, which are now borne by the 
transportation properties, relate to the 





See Re Engineers Pub. Service Co. (1941) 

40 PUR(NS) 1. 
%To many of these poles are attached the 
wires of an unaffiliated telephone company and 
the city’s fire-alarm system. The company 


charges a rental for this use of the poles. 

33 The equipment for converting the com- 
pany’s AC power into this pc power, although 
used only for railway purposes, is carried in 
the electric property account. 
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joint use of facilities and employees. 

As respondents admit, there is little 
operational relationship between the 
two departments; and when motor 
busses are substituted for trolleys 
there will be none. As one of re- 
spondents’ witnesses pointed out in 
discussing the fact that entirely sepa- 
rate storage facilities are maintained 
by the two departments: 

“Tf the storerooms were combined 
we would not achieve any economy. 
The materials are entirely different. 
They cannot be put together. The 
men in the storerooms who handle the 
materials would have to be there in 
the same number as they are at the 
present time. We would have no 
economy from combining the two 
storerooms. 


“The functions of the two depart- 


ments are entirely separate The men 
who operate the departments are 
separate; regardless of whether you 
have them in the same building or in 
widely separated buildings. . . . I 
think they could just as efficiently 
operate in one building or in widely 
separate buildings; each department 
would still perform its own function.” 

The record shows that the same 
conception is equally applicable to the 
entire operational relationship of the 
two departments. 

We are thus asked to permit the re- 
tention, as reasonably incidental or 
economcially necessary or appropriate 
to the operation of a utility business, 
of a property which is not related 
operationally to the utility, which is 
operating at a loss and whose reten- 


tion in the past has resulted in serious 
misallocations of expenses and ques. 
tionable entries in property accounts,* 
The long historical association of the 
two departments, the sharing of per- 
sonnel and equipment, claimed losses 
attending severance, the fact that free 
transportation is afforded to em. 
ployees of the electric department and 
that the transportation department 
consumes electric energy produced by 
the former are urged in favor of per- 
mitting this combination. Since the 
losses attending severance are some- 
what exaggerated, since the trans- 
portation department’s consumption 
of electricity, at best not substantial, 
is, according to the recommendations 
of the company’s officers, to be vir- 
tually eliminated by conversion to bus 
operations, and since the number of 
electric employees furnished free 
transportation is of small consequence 
in the essentially independent opera- 
tion of the transportation department, 
respondents’ only relevant arguments 
fall. We find that the retention of 
an operationally unrelated business, 
which is losing money and which 
must deprive the electric business of 
some of the services of joint execu- 
tives, is detrimental to the proper 
functioning of the electric system and 
not in the public interest or appropri- 
ate for the protection of investors or 
consumers. A fortiori we cannot find 
that the retention of this business is 
reasonably incidental or economically 
necessary or appropriate to the opera- 
tion of Savannah’s electric utility 
system.* 

In connection with its electric busi- 





84 See note 33, supra. 

85 As in the case of the Virginia transporta- 
tion system, respondents have also argued, in 
effect, that the value of the transportation sys- 
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tem to Savannah itself exceeds the amount 
which could be realized upon any sale of such 
system. We have indicated above (p. 80) 
our doubts as to the relevarice of such a con- 
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ness, Savannah is engaged in the mer- 
hhandising of electric appliances. As 
part of its general sales promotion ac- 
tivities, the company seeks to increase 
the use of electric energy by promot- 
ing the sale of those appliances which 
do not enjoy satisfactory customer 
acceptance in its electric service area. 
Its policy in this business is to reduce 
is efforts with respect to those ap- 
jliances in which customer acceptance 
is being independently developed. 

The gross revenues from the sale 
of appliances during 1940 were $161,- 
22. Although on the company’s 
books the appliance business showed a 
net return of $11,598, a more proper 
allocation of interdepartmental ex- 
penses would result in a deficit of 
$4,265. Nevertheless, there is evi- 
dence to indicate that the sale of these 


appliances has contributed to the 
growth of the electric load. 

On the record before us, and for 
the reasons stated in connection with 
Virginia’s electric appliance business, 
we find that Savannah’s electric ap- 
pliance business, which is operated in 
a similar fashion, is reasonably in- 


cidental to the operations of the 
Savannah electric system. 


C. Conclusion 


Engineers must divest itself or 
cause the divestment of all interests, 
direct and indirect, in Savannah and 
the gas utility system, the gas appli- 
ance business, and the transportation 
properties of Virginia. Moreover, of 
course, if Virginia is to be Engineers’ 
principal system, Engineers must di- 
vest itself of all interest, direct and in- 
direct, in Gulf and the Louisiana, Tex- 





a to the question of the retainability of 

“other business.” Moreover, here too we 
io not consider the argument itself convincing. 
In view of the $3,322 net operating deficit of 
the Savannah transportation system even after 
conversion to an all-bus operation (estimated 
ou the basis of 1940 operations), respondents 
daim that Savannah cannot hope to obtain for 
its transportation properties in the present 
market more than their salvage value of 
$212,000, as compared with their “present 
value” of $513,271 to Savannah itself. The 
latter figure is arrived at by capitalizing at 
the rate of 7 per cent the “net increment cash” 
of $35,929 a year which it is claimed Savan- 
nah will realize from its transportation sys- 
tem, computed by deducting from the $50,851 
alleged increased cost of operating the elec- 
tric system independently of the transporta- 
tion system (1) the $11,600 saving in Federal 
and state income taxes which such increased 
cost would produce, and (2) the $3,322 net 
operating revenue deficit of the transportation 
system, 

If, as respondents assume, the “annual net 
iccrement cash” will produce a return of 7 
per cent when invested in the electric utility 
business, presumably the $212,000 of salvage 
on the transportation properties would yield 
alike return, or $14,840 per year. So on re- 
spondents’ own figures the net annual loss 
resulting from severance of the transportation 
ftoperties would be only $21,089 (i.e. $35,929 


[7] 


less $14,840). As we indicate in the text, we 
believe the alleged increased costs of opera- 
tion attending severance are somewhat exag- 
gerated. Furthermore, the $50,851 estimate 
of increased costs include approximately 
$30,000 of pension expense for transportation 
employees. The $513,271 “present value” to 
Virginia assumes that the $30,000 pension ex- 
pense is a permanent continuing annual ex- 
pense that Virginia will have even if the 
transportation property is sold. Obviously if 
this property is sold the pension expense to 
Virginia will not continue indefinitely at the 
present level. To the extent that at ultimate- 
ly declines the $21,089 annual loss to Virginia 
resulting from severance of the transporta- 
tion properties will be diminished. Finally, 
respondents’ estimates make no allowance for 
possible substantial tax savings which might 
accrue to’ Savannah as a result of the realiza- 
tion of a “tax loss” on the transportation prop- 
erties in the year in which they are sold. 

386 The evidence in this record will not, of 
course, sustain a finding that Savannah’s non- 
utility businesses are reasonably incidental or 
economically necessary or appropriate to the 
operation of Virginia’s electric utility system. 
Accordingly, since Savannah’s electric system 
must be severed from common control with 
Virginia, these businesses will also have to be 
eliminated from Engineers’ holding company 
system. 
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as, New Mexico, and Mexico prop- 
erties. 


IT. The Limitations on the Opera- 
tions of the Engineers Holding 
Company System if the Electric 
Utility System of Gulf States Utili- 
ties Company Is Its Single Integrat- 
ed Public Utility System 


We now turn to a consideration of 
the permissible scope of the operations 
of the Engineers holding company 
system on the assumption that the 
electric utility system of Gulf is its 
principal system. In that event, of 
course, neither Virginia nor Savan- 
nah may be retained by Engineers. 

Gulf is engaged in the electric and 
gas utility businesses and also operates 
steam, water, and ice enterprises and 
an appliance merchandising business. 
Its plant account as of December 31, 
1940, and its operating revenues, net 
operating revenues, gross income, and 
net income for the year ended that date 
were as follows: 
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ana (and continuing about 175 miles 
in Louisiana) to approximately the 
lower reaches of the Brazos river jn 
Texas. It serves a population of about 
405,000 of whom some 92,000 are 
customers. The principal cities in 
which electric energy is furnished (and 
their estimated 1940 population) are: 


Texas 
BPAMINONE «i500 eo vin Cotes Seow 60,000 
PORE CLEANUE 5 socasa revues eee 46,000 
DEAR EO! 6 oo io-o- ss a ¥inaie up aamennie gene 9,500 
ETRUIAUING <...0.5'0 se vuawreionsae pees Mole den 6,500 
INAVAROER: <2 %.60dsicacsiaies Oe eee 6,300 
Louisiana 
Baton ROUGE sac cerev cose covecmanes 38,000 
Weake CHASES ..siscc Reccsenooronueere 23,000 
WORMMNES occ cu giasnsisecwenwueneuenres 7,400 


The system, whose principal steam 
generating plants are located in Beau- 
mont, Texas, and Baton Rouge, Lou- 
isiana, and have installed capacities of 
85,000 kilowatts and 88,500 kilowatts, 
respectively, has a generating capacity 
of 191,768 kilowatts of which 190,620 
kilowatts is steam and 1,148 is inter- 
nal combustion capacity. The electric 



















* Indicates deficit. 
b Includes steam property and revenues. 


tric plant acquisition adjustments. 


Gulf’s electric utility system serves 
a territory of approximately 27,000 
square miles in size in southwestern 
Louisiana and southeastern Texas. 
The electric system, about 350 miles 
long, extends from approximately 20 
miles east of Baton Rouge in Louisi- 
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Net 
Plant Operating Operating Gross Net 

Account Revenues Revenues a Income a Income a 

MUIOCHIC OSs ce neo. $55,489,558 c $9,740,739 d $3,530,151 $3,529,091 $2,319,417 

as: pa ecccceneee 1,676,152 638,711 e 157,109 163,998 128,806 

WVAEEN ct eeckeoaw ces 1,570,771 235,375 50,009 49,715 14,686 
MR an ih os sais eeicls 557,180 118,643 48,026* 36,575* 36,575* 

TAMA <oibe sacclelo ais $59,293,661 $10,733,468 $3,689,243 $3,706,229 $2,426,334 


a Based on Gulf’s proposed new allocations of interdepartmental expenses. 
c Includes $419,333 of common utility plant acquisition adjustments, and $5,149,525 of elec- 


d Not including $745,642 from sale of electric appliances. 
e Not including $81,215 from sale of gas appliances. 


facilities are interconnected through- 
out except for the properties at Jasper 
and Alvin in Texas. We have found 
that the electric utility properties of 
Gulf (exclusive of the properties at 
Alvin and Jasper which we will dis- 
cuss later in this opinion) constitute 
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an integrated public utility system 
within the meaning of § 2(a) (29) 
(A) of the act. (Re Engineers Pub. 
Service Co. [1941] 40 PUR(NS) 


1). 


A. The “Other Businesses” Sought to 
Be Retained by. Engineers if Gulf 
Is Engineers’ Principal System 


Gulf not only operates an electric 
utility and a gas utility system, but, as 
we have pointed out, it is also engaged 
in various nonutility operations. It 
maintains a steam business, an ice 
business, and a water business, and it 
engages in appliance merchandising. 
In addition, a transportation business, 
the Baton Rouge Bus Company, al- 
though a direct subsidiary of Engi- 
neers, is in some respects conducted 
under Gulf’s auspices. Respondents 
contend that these businesses are re- 
tainable by Engineers along with the 
Gulf electric system because they are 
reasonably incidental or economically 
necessary or appropriate to those elec- 
tric operations, within the meaning of 


§ 11(b) (1). 


1. The Transportation Business— 
Baton Rouge Bus Company, Inc. 


The Baton Rogue Bus Company op- 
erates a bus transportation system in 
and around the city of Baton Rouge, 
Louisiana, serving a popuation of ap- 
proximately 70,000. For service over 
its 14 miles of bus routes the company 
has 32 busses in operation. On De- 


cember 31, 1940, the company’s plant 
account totaled $271,747; its operat- 
ing revenues for the twelve months 
ended that date were $275,148, its net 
operating revenues for that period 
were $35,061, and its net income was 
During 1940, the busses 


$34,938. 
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operated an aggregate of 1,168,000 
revenue miles and carried 5,543,000 
passengers. 


Except for a few joint executives 
and office employees and the use of 
space in the Gulf office building in 
Baton Rouge, the transportation sys- 
tem is entirely independent, in its op- 
erations, of the electric system. The 
joint employees, other than the execu- 
tives, are telephone operators, payroll 
clerks, accountants, and other general 
office functionaries. The office space 
used is small, its fair rental value, ac- 
cording to respondents, being $75 per 
month. 

In advocating the retainability of 
these transportation properties as rea- 
sonably incidental to the operations of 
the electric system, respondents urge 
many of the arguments which they 
urged with respect to the retainability 
of Virginia’s transportation system. 
The long historical association of the 
electric and bus properties, the joint 
use of facilities and employees (albeit 
considerably smaller than in the case 
of Virginia), and the profitable na- 
ture of the transportation business are 
all contentions which we dealt with in 
considering Virginia’s transportation 
properties.” They are as unpersuasive 
here as they were there. 

As in their treatment of the combi- 
nation of Virginia’s electric and trans- 
portation properties, respondents con- 
tend also that the severance of the 
Baton Rouge Bus Company from 
common control with the Gulf electric 
system will increase the expenses of 
operating the latter. This increase is 
asserted to stem almost entirely from 
the necessity for continuing the pres- 





87 See discussion, supra, at p. 77 et seq. 
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ent compensation of the joint employ- 
ees whose salary is now partially de- 
rived from the bus operations. Al- 
though serious questions arise as to 
both the relevance of respondents’ con- 
tentions and the accuracy of their esti- 
mates in this respect, even were we to 
agree with their presentation, we can- 
not find that the business is retainable. 
In the first place, the increased expense 
claimed amounts to about $ of 1 per 
cent of Gulf’s net income. In the sec- 
ond place, as we indicated above, § 11 
(b) (1) does not require a mechanical 
adherence to mathematics. In deter- 
mining whether the public interest and 
the proper functioning of the electric 
system will best be served by sever- 
ance of the transportation properties, 
we must measure the advantages of 
undivided attention to the electric 
business by the present joint employ- 
ees and executives as against the mi- 
nute saving claimed. 


Even less than Virginia’s transpor- 
tation properties are the Baton Rouge 
bus operations incidental or economi- 
cally necessary or appropriate to the 


utility operations involved. Unlike 
the Virginia transportation system, 
the Baton Rouge properties are entire- 
ly bus properties. No contention with 
respect to load building can be made.® 
Moreover, also in contrast to the Vir- 
ginia operations, no free transporta- 
tion is furnished by the Baton Rouge 
Bus Company to the electric system’s 
employees. Even the claims to inci- 
dentality asserted in these respects in 
connection with the Virginia transpor- 
tation system are thus wholly absent 





88 Nor can any benefit to the bus company 
be found in the fact that Gulf supplies it with 
electric current in its garages and shops, since 
the electricity is sold to Baton Rouge at Gulf’s 
regular published rates. 
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in this case. And, as respondents’ 
witnesses themselves point out, ex- 
cept for the joint office space and joint 
office personnel, the transportation 
system is operated as a self-contained 
unit, separate from the electric sys- 
tem. The relationship between the 
two companies is thus little different 
from the relationship between an elec- 
tric utility enterprise and any other 
business supplying goods or services 
to the public. Although accounting 
and executive operations may be amal- 
gamated and performed more cheaply 
than would be the case if the two en- 
terprises were separately owned, as 
far as actually operating the business 
and providing its services are con- 
cerned, there is no relationship between 
the two companies. On the basis of 
the record before us, we cannot find 
that the operation of the Baton Rouge 
Bus Company is reasonably incidental 
or economically necessary or appro- 
priate to the operation of Gulf’s elec- 
tric system. We conclude that it must 
be separated from the Engineers hold- 
ing company system. 


2. The Water Business 


Gulf owns and operates a water 
business which serves three communi- 
ties in Louisiana (Lake Charles, Den- 
ham Springs, and Carenco*) and 
four communities in Texas (Orange, 
Navasota, Franklin and Calvert). The 
largest of these water properties, op- 
erating 57 of the company’s 119 miles 
of water mains, are those at Lake 
Charles, which, according to respond- 
ents, represent an investment of $830,- 
000. Of an aggregate population of 
44,450 in all these towns, 7,759 were 


89 The water properties at Carenco are 
owned by the city and leased by Gulf. 
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yater customers on December 31, 
40. The aggregate pumping ca- 
pacity of all the water plants, as of 
that date, amounted to about 20,350,- 
00 gallons daily. The annual sales 
amounted to 584,000,000 gallons in 
1940. 

In urging the retainability of these 
properties as “other businesses’ the 
rspondents claim that the water and 
dectric systems are operationally re- 
ted, that certain economies attend the 
tse of joint personnel and facilities, 
ad that it is difficult, if not impossi- 
ble, to dispose of the water property 
without a substantial loss because the 
equipment used in water operations is 
located on the site of the electric equip- 
ment. The joint employees are en- 


saved largely in supervisory, adminis- 
trative or repair work.“° The facili- 
ties which are actually used jointly by 
both departments are limited to occa- 


sional water testing appartus, automo- 
tive and other nonoperational facili- 
ties. Aside from common ownership 
and the use of these limited joint em- 
ployees and facilities, the water prop- 
erties are operated as an independent 
enterprise. They are in no sense ei- 
ther an adjunct to or a by-product of 
the electric operations. The fact that 
Gulf’s electric system supplies them 
with electric energy does not, as re- 
spondents admit, make the water busi- 
ness incidental to the electric business. 
In short, here, too, the “other busi- 
ness” is no more closely related to the 
operation of an electric system than 
any other business which supplies the 
consuming public with services or 





40In at least one case, Lake Charles, the 
respondents admit that the water plant per- 
sonnel is, for the most part, different from 
the electric plant personnel. 
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products and uses the electric system’s 
energy in its operations. 

Respondents assert that the sever- 
ance of the water properties will in- 
crease the expense of electric opera- 
tions by requiring the electric system 
to support a number of employees who 
now derive a portion of their salaries 
from water operations. Assuming the 
relevance of this contention we cannot 
overlook the fact that the electric 
business is expanding and that the 
freed time of these employees will not 
be wasted. Nor can we ignore the ef- 
fect on the proper functioning of the 
electric system which can be expected 
to accompany the undivided attention 
of the company’s organization to elec- 
tric operations. 

Although within recent years Gulf 
has sold portions of its water proper- 
ties, the respondents insist that with 
respect to the properties presently at 
issue the machinery used in the water 
business is so physically interspersed 
with the electric equipment that any 
order requiring the disposition of the 
water properties will also require the 
virtual scrapping of this machinery. 
The record before us, however, dis- 
closes that with respect to many of 
these very water properties the re- 
spondents have not felt this obstacle 
to be insurmountable and have com- 
menced negotiations for their sale at 
one time or another within the past 
six years. Moreover, where the equip- 
ment is, in fact, so interspersed as to 
be incapable of being independently 
operated without being moved and so 
constructed as to be incapable of be- 
ing moved, it is possible, as the presi- 
dent of Gulf pointed out, that an “ar- 
rangement may be worked out where- 
by this equipment can be sold and ease- 
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ment rights granted to the purchaser 
for use of the land on which it is sit- 
uated for a reasonable period.” An 
examination of the maps and other 
evidence introduced by respondents 
indicates that difficulties of disposi- 
tion of this character may exist with 
respect to only one or two of the prop- 
erties. While such difficulties may af- 
fect the length of the period within 
which the divestiture of these proper- 
ties must be executed, they cannot be 
accepted as tests of the retainability 
of the properties. Accordingly, we 
cannot find that the water operations 
meet the requirements for retention 
as an “other business,” and we must 
order their divestiture. 


3. The Ice Business 


[15] Ice is produced and distribut- 
ed by Gulf in 9 communities in Texas 
(including the town of Alvin) which 


have a total population of 43,000. Al- 
though the aggregate capacity of the 
ice plants in these towns is about 225 
tons per day, sales for 1940 totaled 


only 19,100 tons. In 7 other towns 
in Texas the company also owns ice 
vaults of which 6 were leased to local 
dealers. 

Unlike Virginia’s ice properties at 
Williamsburg, Gulf’s ice operations 
are not designed to, and do not, assist 
in the operation of the electric busi- 
ness." On the contrary, although 
they were acquired together with elec- 
tric properties and at present share 
joint facilities and employees with the 
latter, they have been operated pri- 
marily as a business of independent 
significance. As respondents’ testi- 
mony makes clear, the business is in 
no way useful or necessary to the pro- 





41Compare supra, at p. 82. 
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duction or distribution of electriciy 
and is in no way a by-product thereoj 
Gulf has in the recent past sold mam 
of its ice properties and at present j 
admittedly seeking to withdraw ea. 
tirely from the business. The con. 
pany’s attitude is understandable in 
view of the fact that the ice busines 
operates at a loss, even before depre. 
ciation is charged to its propertig 
Yet, it is contended that the physicd 
difficulties of severance and the losses 
attendant thereon, when taken in con- 
junction with the fact that the electri 
operations will be required to absorb 
the entire expense of formerly joint 
employees and facilities, render the 
business reasonably incidental or eco- 
nomically necessary or appropriate to 
the operations of the electric proper- 
ties. Not only do we find that re 
spondents’ claims in this connection 
are not valid, but, in view of the un- 
profitable character of the business, 
the lack of any substantial relation- 
ship to the ends of the electric busi- 
ness, and the advantages of having the 
Gulf organization concentrate its en- 
ergies on the electric business, we find 
that continued retention of the ice 
business (including that at Alvin) is 
detrimental to the proper functioning 
of Gulf’s electric system. We cannot 
find that the ice business is reasonably 
incidental or economically necessary 
or appropriate to the operations of the 
Gulf electric system. The ice prop- 
erties, must, therefore, be severed 
from common control with Gulf’s 
electric system. 


4. The Steam Business 


[16] The steam business conduct- 
ed by Gulf consists largely of the sale 
of steam which is produced in connec- 
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tion with the generation of electricity 
at the company’s Louisiana steam 
plant at Baton Rouge, to three large 
industrial customers located in the im- 
mediate vicinity. This plant was de- 
signed to burn gas, acid-sludge, coke 
and fuel (in almost any combination) 
some of which are obtained as waste 
by-products from the industrial estab- 
lishments supplied with steam. Dur- 
ing 1940, steam sales to industrial cus- 
tomers aggregated 10,102,000,000 of 
pounds and maximum demand 
amounted to 1,374,000 pounds per 
hour. Steam revenues during 1940 
amounted to $419,078. From its Sa- 
bine plant in Orange, Texas, Gulf sup- 
plies steam in small quantities to a 
near-by commercial enterprise, and re- 
ceives small annual returns from 


these operations which rarely exceed 


$1,000 and which are used to defray 
the expenses of operating the Sabine 
plant. 

The record discloses further that 
the production of steam in _ re- 
spondents’ electric generating plants, 
through the use of machinery special- 
ly designed to enable this combined 
operation, is both in intent and in fact 
integrally related to the production of 
electric energy. We, therefore, find 
that the steam business is reasonably 
incidental and economically appropri- 
ate to the operation of the electric sys- 
tem and may be retained as such. 


5. The Merchandising and Jobbing 
Business 


Gulf is engaged in the electric mer- 
chandising and jobbing business in 
connection with the promotion and 
sale of electric energy in the territory 
served with electricity (including the 


town of Alvin), and in the gas mer- 
chandising and jobbing business in 
connection with the promotion of the 
sale of gas in the territory served with 
gas. 

Gross revenues from the sale and 
rental of electric appliances amounted 
to $747,141 in 1940, and according to 
respondents’ books, net income totaled 
$19,012. In 1940 the gas appliance 
business derived a gross revenue of 
$82,996 from sales and rentals and a 
net income per books of $4,990. How- 
ever, if interdepartmental expenses 
had been allocated in accordance with 
the method proposed by Gulf for fu- 
ture operations, total income from 
both businesses would have been about 
$3,800. There is evidence in the rec- 
ord which tends to show that the sales 
effected through these businesses have 
increased the consumption of gas and 
electricity. 

The electric appliance merchandis- 
ing business conducted by Gulf is, for 
the present purposes, not significantly 
distinguishable from that conducted 
by Virginia. From the record before 
us, and for the reasons previously ad- 
verted to,** we find that it is economi- 
cally appropriate to the operation of 
the retainable electric utility systems 
and may therefore be retained. 

Although the record also discloses 
that the gas appliance merchandising 
business is reasonably incidental to 
the operation of Gulf’s gas utility sys- 
tem, it is not, of course, so related to 
the electric system. Since the gas sys- 
tem, as we shall see, must be disposed 
of, the gas appliance merchandising 
business cannot be retained. 





42 See discussion, supra, at p. 83 et seq. 
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B. Additional Systems Sought to Be 
Retained by Engineers along with 
Gulf’s Electric Utility System 


1. Gulf Gas Properties at Baton 
Rouge 


Gulf distributes natural gas to cus- 
tomers in Baton Rouge, Louisiana, 
and its suburbs, a territory of about 
15 square miles in area with a popula- 
tion of 70,000. Its gas distribution 
system as of December 31, 1940, con- 
sisted of about 169 miles of main, 52 
of which were low pressure system 
mains and 117 of which were inter- 
mediate pressure system mains. On 
Januaty 1, 1941, there were 12,542 
gas customers, 11,392 of whom were 
classed as residential and 1,150 as 
commercial and industrial. Gulf pur- 
chases the gas which it distributes 
from the Interstate Natural Gas Com- 
pany, Inc., an unaffiliated company. 
In 1940 it bought 1,168,309,000 cubic 
feet and sold 1,114,578,000 cubic feet 
of gas. 

The following figures indicate the 
size and earnings of the Gulf gas sys- 
tem at Baton Rouge in comparison 
with Gulf properties as a whole: 


Gas system at Baton Rouge ... 
Remainder of properties c 

Total of Gulf properties c 
Percentage gas system to total 


Utility 
Plant Account 
as of 
Dec. 31, 1940 
$1,676,152 
57,617,509 


system depends, of course, upon our 
finding that (A), (B), and (C) stand- 
ards of § 11(b)(1) would be met by 
such retention. 

It is obvious that the requirements 
of Clause (B) are met, since the gas 
properties operate in the same state as 
a large portion of the electric system, 

We find further that the combina- 
tion of the gas system and the electric 
system meets the standards of Clause 
(C). The gas service area, which is 
urban and industrialized, has a popu- 


lation of 70,000. The gas system’s § 


12,542 customers (as of January 1, 
1941) were all apparently also custom- 
ers of the Gulf electric system. The 
service area of the gas system does not 
form an addition to the area of the 
electric system, since it coincides with 
a portion of it. The utility plant ac- 
count of the gas system amounts to 
$1,676,152 (as of December 3], 
1940), and, when added to the electric 
utility plant account of $55,070,226, 
increases the latter figure by only 3 
per cent. Operating revenues of the 
gas system for the year ending De- 
cember 31, 1940, were $638,711 and, 
Net Income 
After Interest 
Operating and 
Revenues for Taxes for 
Year Ending Year Ending 
Dec. 31, 1940 Dec. 31, 1940 
$638,711 a $128,806 
10,094,757 b 2,297,528 
10,733,468 2,426,334 
8% 3.9% 5.3% 


a Not including $81,215 from sale of gas appliances. 
b Not including $745,642 from sale of electric appliances. 
c See supra, p. 98 for a breakdown of these figures for the several properties. 


We find that the gas properties of 
Gulf constitute an integrated public- 
utility system within the meaning of 


§ 2(a)(29)(B). Their retainability 
as a system additional to Gulf’s electric 


when added to those of the electric 
system ($9,740,739) increased the lat- 
ter by 6.5 per cent. The net income of 
the gas system for the same period was 
$128,806, and, when added to that of 
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the electric system, ($2,319,417) in- 
creased the latter by 5.5 per cent. The 
rates and services of the gas and elec- 
tric systems in Louisiana are under 
the jurisdiction of the Department of 
Public Service. In Texas the com- 
pany’s electric rates are subject to the 
jurisdiction of municipal authorities, 
and both such rates and those in unin- 
corporated towns and rural sections 
are subject to the authority of the state 
district court to declare unlawful an 
extortionate or unreasonable rate. It 
thus appears that the continued com- 
bination of the gas and electric sys- 
tems is not so large in view of the 
state of the art and the area or region 
affected as to impair the advantages 
of localized management, efficient op- 
eration, and the effectiveness of regu- 
lation. 

The question remains, however, 
whether the (A) standard would be 
met by the retention of the gas prop- 
erties as an additional system. 

Evidence on this point introduced 
by the respondents indicated that, if 
the gas business were owned and op- 
erated by an independent company, the 
increased costs to the gas company 
would amount to $42,024, and the in- 
creased costs to the Gulf electric sys- 
tem ** would amount to $52,452, a to- 
tal of $94,476. Again we need not 
for present purposes adopt the conten- 
tion of the Public Utilities Division 
that the “loss of substantial economies” 
in the (A) standard refers exclusive- 
ly to economies lost to the additional 
system. Assuming arguendo that re- 


spondents’ interpretation of Clause 
(A) is correct—that the clause refers 
to economies lost to both the principal 
system and the additional system—we 
cannot find a loss of substantial econo- 
mies. 

A comparison of the loss which, it 
is stated, would be borne by the elec- 
tric department—$52,452—with its 
net income of $2,319,417 ** indicates 
a loss of 2.3 per cent. A similar com- 
parison with the electric department’s 
gross income of $3,529,091 indicates 
a loss of 1.5 per cent, and a compari- 
son with the electric department’s op- 
erating expenses of $6,210,588 indi- 
cates an increase in expenses of less 
than 1 per cent. The asserted loss of 
economies to the principal system thus 
cannot be regarded as substantial. We, 
therefore, confine our discussion to an 
effort at finding the lost economies, if 
any, which would be suffered by the 
gas system alone under independent 
operation and to a determination of 
whether such losses would be substan- 
tial. 

Respondents introduced an exhibit 
purporting to show “certain increased 
costs which would result if the gas 
properties and gas business (including 
sale of gas appliances) of Gulf States 
Utilities Company were owned and 
operated by an independent company.” 
As previously indicated, the total of 
these increased expenses to the gas 
system, stated to be $42,024, does not 
constitute lost economies arising from 
the independent operation of the gas 
system, since it ignores compensating 





43 The figures in the record on increased 
costs relate to those of the gas department, 
on the one hand, and to those of Gulf States 
Utilities Co. (minus its gas department), on 
the other hand. We assume, however, that 
it is substantially accurate to attribute to the 
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electric system the increased costs stated to 
accrue to Gulf as a whole (minus its gas de- 
partment). 

44See supra, at p. 98 for a breakdown of 
Gulf’s net income. 
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factors. These asserted losses repre- 
sent 8.7 per cent of the gas depart- 
ment’s operating expenses, 25.6 per 
cent of its gross income, and 32.6 per 
cent of its net income for 1940. We 
believe, however, that as estimates of 
lost economies they are in several re- 
spects overstated. 


Respondents list an annual increase 
for executive salaries and supervisory 
services for the independent gas com- 
pany over the present allocated cost of 
such salaries and services to the gas 
department of Gulf. As we indicated 
in our discussion of the Virginia 
gas properties,** the increase in execu- 
tive salaries must be offset to some ex- 
tent—if an indeterminate one—by the 
fact that the executives will devote all 
their time to the management of the 
gas company, in contrast to the slight 
proportion of time devoted to the gas 
department by the present Gulf exec- 
utives. 

The expenditure for continuous su- 
pervision by a company, such as the 
Stone & Webster Service Corporation, 
we regard as of doubtful necessity. It 
appears that virtually no independent 
gas company in the country makes use 
of such outside managerial supervi- 
sion,** and we doubt whether the gas 
system, if divested by Gulf, need do 
so. 


Our examination of the claimed in. 
crease in payroll for additional person- 
nel (other than executive) allegedly 
necessitated by the separate operation 
of the gas properties convinces us that 
it is overstated by a_ substantial 
amount, and the figures presented for 
payroll taxes are correspondingly over- 
stated. 

Further, respondents estimated that 
an investment of $95,000 will be re- 
quired for land, building and equip- 
ment to be used as garage and shop 
facilities for a fleet of 22 motor ve- 
hicles, a laboratory room, a meter 
testing room, a storeroom, and a gen- 
eral desk space for supervisors and 
service men. The interest, taxes, and 
depreciation, they estimate, will cost 
$11,160 annually, an increase of $6,- 
294 over the present allocated cost of 
such quarters to the gas property. 
Considering the nature and purposes 
of this building, these figures appear 
to us to be overstated. 


Similar overstatements appear in a 


number of other accounts.*7 We note 
also that the method of allocating ex- 
penses between departments was re- 
vised by Gulf during the pendency of 
these proceedings, but that the basis 
for allocating expenses of joint em- 
ployees suggested to Engineers by in- 
dependent accountants was not fol- 





45 Supra, at p. 76. 

46 Brown’s Directory of American Gas Com- 
panies. The reference by the respondent to 
lower general and administrative expenses for 
one company with such a contract in compari- 
son with another company without such a con- 
tract is not persuasive in the absence of a dis- 
cussion of any number of other possible fac- 
tors which might lead to this result. 

47 Among such other items are lost econo- 
mies attributed to the operation of the gas 
merchandising and jobbing business, apart 
from the principal utility system. If such lost 
economies can, in fact, be expected, they are 
attributable, strictly speaking, not to the sep- 
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arate operations of the gas and electric utility 
systems, but rather to the conduct of gas mer- 
chandising and jobbing activity (which we 
here regard as incidental to the operation of 
the gas system) apart from the operation of 
the electric utility system. The statute, how- 
ever, draws a clear demarcation between ad- 
ditional systems and incidental businesses, and 
its standards for the retention of the two are 
different. It is by no means clear that its 
language permits alleged lost economies in the 
operation of a merchandising and jobbing 
business independently of the principal system 
to affect the retainability of an additional 
system under the (A) standard. 
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lowed, although it might admittedly 
have resulted in figures differing 
from those arrived at through the re- 
spondents’ method. How such differ- 
ence would affect the amounts which 
the respondents claim would be lost by 
divestment of the gas properties can- 
not, of course, be determined. 


We must also consider a possible 
failure to take advantage of all avail- 
able economies in the gas operation. 
As we indicated above,**® competing 
gas and electric services under a single 
management may result in the suppres- 
sion of one service in favor of the oth- 
er. A personnel whose sole aim is the 
operation of a gas system may be able 
to tap sources of efficiency and econ- 
omy which perhaps were overlooked 
when the system was managed jointly 
with a considerably larger and more 
remunerative electric system. 

Weighing all these considerations, 
we cannot find that the economies lost 
through the operation of the gas sys- 
tem as an independent system would 
be substantial, and, therefore, we can- 
not make the finding under Clause (A) 
which is necessary for the retention of 
the gas properties with the Gulf elec- 
tric system. 


2. Electric Utility Properties at Alvin, 
Texas 


[17] Gulf owns and operates an 
electric utility business, an electric 


merchandising business and an ice 
business serving the city of Alvin, 
Texas, and vicinity, 112 miles from 
Beaumont, the nearest general office 
of Gulf. The Alvin electric system, 
principally a distribution system, is 
not physically connected with Gulf and 
is admittedly not economically capable 
of such interconnection. Electric en- 
ergy for the distribution system at Al- 
vin is purchased from the Houston 
Lighting and Power Company.” 
While the Alvin plant contains a 50- 
kilowatt engine-driven generating 
plant, it is used only for partial stand- 
by service. The energy is distributed 
over 62.67 miles of pole line serving, 
on September 30, 1941, 988 customers. 

The electric plant account for the 
Alvin properties as of August 31, 
1941, was $227,174.06 and the ice 
plant account was $33,138.49, a total 
of $260,312.55. 

A superintendent and staff at Alvin 
operate the property under the close 
supervision of a division superintend- 
ent at Navasota, Texas, and under the 
general supervision of the Beaumont 
office of Gulf, which furnishes such 
services as engineering, accounting, 
purchasing and new business, and 
handles such matters as customers’ 
billing and accounting, rates, and 
taxes. 

Gulf’s income from electric, ice, and 
merchandising and jobbing at Alvin 





48 See supra, at p. 85. 

49The common stock of Houston Lighting 
and Power Company, which on August 31, 
1941, was practically entirely owned by Na- 
tional Power & Light Company, a subhold- 
Ing company subsidiary of Electric Bond and 
Share Company, is now in the process of be- 
ing exchanged for preferred shares of Na- 
tional at the rate of two shares of Houston’s 
common for one share of National’s preferred. 
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This action was taken pursuant to a plan filed 
by National intended to effectuate in part our 
order directing the dissolution of National. 
Re Electric Bond & Share Co. (1941) Hold- 
ing Company Act Release No. 2962; Re Na- 
tional Power & Light Co. (1941) Holding 
Company Act Releases Nos. 3211, 3228; Re 
National Power & Light Co. (1942) Holding 
Company Act Release No. 3612. 
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for 1940 is stated by respondents as 
follows: 


$44,439 
$313.00 


Direct expenses 


Direct taxes 49,952.18 


$29,011.04 





Balance 


The expenses do not include charg- 
es arising from costs of the company’s 
general staffs for services they per- 
form for Alvin. 


We believe that the electric utility 
property at Alvin does not constitute 
an integrated public utility system 
within the definition of § 2(a) (29) 
(A). In pertinent part, that section 
defines an integrated public utility 
system as: 

i consisting of one or more 
units of distributing facili- 
ties, whose utility assets . . . are 


physically interconnected or capable 
of physical interconnection and which 
under normal conditions may be eco- 
nomically operated as a single inter- 
connected and coordinated system con- 
fined in its operations to a single area 


or region, not so large as to 
impair (considering the state of the 
art and the area or region affected) 
the advantages of localized manage- 
ment, efficient operation, and the ef- 
fectiveness of regulation.” 

An electric distribution system 
without generating or transmitting 
facilities may thus constitute an inte- 
grated public utility system, provided, 
of course, that it meets the other terms 
of the definition. However, consid- 
ering the character of the operations 
at Alvin the electric utility property 
there does not in our opinion fall with- 
in the terms of the definition. The 
property is small, serving less than 1,- 
000 customers. It is owned by Gulf 


and depends for a number of its sery- 
ices on the Gulf organization and per- 
sonnel. Nevertheless, it is 112 miles 
from Beaumont and is not intercon- 
nected with the Gulf system. It is 
completely surrounded by territory 
served by Houston Lighting and Pow- 
er Company and depends upon that 
company for its electric energy. 
Section 1(b) (4) of the act declares: 
that the national public i in- 
ween. the interest of investors in the 
securities of holding companies and 
their subsidiary companies and affili- 


ates . . . are or may be adversely | 


affected when the growth and 
extension of holding companies bears 
no relation to economy of manage- 
ment and operation or the integration 
and coordination of related operating 
properties.” 

Situations in which a property like 
Alvin, surrounded entirely by one sys- 
tem, on which it is completely depend- 
ent for electric energy, belongs to an- 
other system with which it has no op- 
erating or functional relationship ap- 
pear to us to contravene the declared 
congressional policy. In view of our 
discussion here, we do not regard it as 
an integrated public utility system. It, 
therefore, cannot be retained by Gulf 
as an additional system. 


3. Electric Utility Properties at 
Jasper, Texas 


Gulf owns and operates an electric 
utility and an electric merchandising 
business serving the city of Jasper, 
Texas, and vicinity, 73 miles from 
Beaumont. The Jasper electric sys- 
tem is not physically connected with 
that of Gulf and is not economically 
capable of such interconnection. The 
electric plant account for the Jasper 
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properties as of August 31, 1941, was 
$234,786.41. Electric energy is fur- 
nished by a Diesel generating plant 
with a capacity of 848 kilowatts, and 
is distributed over a system of 35.13 
miles of pole line. A superintendent 
and staff operate the property under 
the supervision of the Beaumont of- 
fice of Gulf, which also furnishes such 
services aS engineering, construction 
and maintenance, accounting, purchas- 
ing, and new business, and handles 
such matters as customers’ billing and 
accounting, rates and taxes. 

In May, 1941, the city of Jasper 
completed and placed into operation a 
municipal power plant using oil en- 
gine power and having a capacity of 
550 kilowatts. On September 30, 
1941, the municipal plant served 249 
customers, all within the city limits, 
while the Jasper plant served 560 cus- 
tomers in the city and vicinity. This 
represents a decline of 182, or about 
one-fourth, of Jasper’s customers 
from December 31, 1940, and it is ex- 
pected that on this basis revenues, 
which in 1940 totaled $57,311.06, 
would be reduced by about $13,000 
annually. According to Gulf “after 
the competitive situation has become 
stabilized, consideration will be given 
to the Jasper organization with a view 
to continuing it on a profitable basis.” 

We find that the electric utility prop- 
erty at Jasper constitutes an integrated 
public utility system within the mean- 
ing of § 2(a)(29)(A) and _ that, 
with Gulf as the principal system, it 
meets the (B) standard of § 11(b) 
(1) for an additional system. 





50 However, the record is devoid of any evi- 
dence that the losses of economies allegedly 
resulting from Gulf’s divestment of its Jasper 
properties either will or will not be obviated 
by their acquisition by the city of Jasper. 
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Whether the (A) and (C) stand- 
ards have been met, however, is not 
as clear. With respect to the former, 
Gulf estimates that if its Jasper prop- 
erty were ordered to be divested, a 
service contract and the addition of 
employees to provide the services for- 
merly rendered by Gulf would cost 
$7,800, which is stated to represent 
the loss of economies arising out of 
the independent operation of Jasper. 
On the other hand, on the record be- 
fore us, and in view of the situation 
in which the Jasper property now finds 
itself vis-a-vis the municipal plant, 
we have doubts as to whether any 
economies accrue through the present 
retention: of Jasper in the Gulf sys- 
tem. In view of our further uncer- 
tainty on the present record as to 
whether economies will be lost on di- 
vestment or whether the retention of 
Jasper will meet the (C) standard, we 
believe that a fuller exploration of the 
questions is necessary. Accordingly, 
if Engineers selects Gulf as it prin- 
cipal system the record will be re- 
opened for the admission of evidence 
on these points. 


4. El Paso Electric Company 


(a) Requirements of Clause (A) 
of § 11(b)(1) 

As an additional system to Gulf’s 
electric system respondent Engineers 
also seeks to retain the electric utility 
system owned by El Paso Electric 
Company (Texas), all of whose com- 
mon stock is held by El Paso Electric 
Company (Delaware). The Delaware 
company, itself a subsidiary of Engi- 
neers, is a holding company owning, 
in addition to the securities of El Paso 
Electric Company (Texas), all of the 
capital stock of El Paso and Juarez 
46 PUR(NS) 
















Traction Company. El Paso Elec- 
tric Company (Texas) operates an 
electric utility system and is also en- 
gaged in the street railway, bus, toll 
bridge, and merchandising businesses. 
EI Paso and Juarez Traction Company 
is engaged in the street railway and toll 
bridge businesses. Their combined 
plant account, as of December 31, 
1940, and their operating revenues, 
net operating revenues, gross income 
and net income for the twelve months 
ended that date were as follows: 
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connected with the hydrogenerating 
plant at Elephant Butte dam, New 
Mexico, 130 miles north of El Paso, 
by a transmission line built by the 
United States Bureau of Reclamation, 
there is no other electric system with- 
in a radius of several hundred miles. 
The electric system’s 30,341 customers 
(as of December 31, 1940) were lo- 
cated in El Paso, Texas (population 
98,000), Las Cruces, New Mexico 
(population 8,400), and 48 small 


Net 
Plant Operating Operating Gross Net 
Account Revenues Revenues Income Income a 
BIRCUAC: 55:0 canswerene sane $12,301,947 $2,782,918 $926,971 $918,680 $438,924 
Street Railway 1,788,725 POZE “wana )- | aomeeen 4! Lee 
BG co teialcorarivop aide ee eke o> 295,906 251,759 85,153 81,975 72,481 
ROU BEIGE oc paicsiceieeeie's 339,020 141,23 evs 









$14,725,598 


The electric system owned and op- 
erated by El Paso (Texas) serves an 
estimated population of 169,000 liv- 
ing in an area of approximately 700 
square miles. This area is located in 
the Rio Grande valley at the extreme 
western end of Texas and the south- 
eastern part of New Mexico and cov- 
ers a narrow strip of territory approx- 
imately 220 miles long and rarely more 
than 5 miles wide, extending from Ar- 
rey, New Mexico, southeast to El 
Paso, Texas, and continuing southeast 
to Gills Ranch, Texas. The region 
served is surrounded by mountains 
and desert and is geographically iso- 
lated from any other population cen- 
ters. While, since December, 1940, 
the El Paso system has been inter- 





























51In December, 1940, Mesilla Valley Elec- 
tric Company, a subsidiary of El Paso (Dela- 
ware), was merged with, and its properties 
taken by El Paso (Texas). Re El Paso Elec- 
= Co. (1940) 8 SEC 366, 37 PUR(NS) 
6 
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$3,457,535 
a Based on El Paso’s proposed new method of allocating interdepartmental expenses. 
b Including a deficit of $3,323 from appliance merchandising operations. 
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$1,012,124 $1,000,655 


towns and settlements, the majority 
of which have a population under 250. 

Electric power is generated in two 
steam plants having an aggregate ca- 
pacity of 56,000 kilowatts. However, 
because of certain limitations on the 
boiler capacity of the main plant, the 
Rio Grande steam plant, the system’s 
aggregate generating capacity is re- 
duced to an actual capacity of 42,500- 
45,000 kilowatts. The other substan- 
tial plant in the system, a steam plant 
located at Santa Fe, has a present 
generating capacity of 12,500 kilo- 
watts but is used principally as a re- 
serve plant. It operated about 14.5 
per cent of the time in 1940 and gen- 
erated 3,500,000 kilowatt hours as 
compared with a net of 154,665,000 
kilowatt hours generated by the en- 
tire system. 

The distribution system, as of De- 
cember 31, 1940, included 275 miles 







of pol 
757 @ 
kilove 
electri 
city © 
cinity 
as, th 
ly int 
proxi 
elect 
the e 
taine 
tion 
crea: 
pate 
loca 
nect 
We 
the 
elec 
inte 
the 
the 
Ac 
tri 


iS 


Gt 


RE ENGINEERS PUBLIC SERVICE CO. 


of pole lines of 6.6 kilovolts and over 
757 miles of pole lines of less than 6.6 
kilovolts. With the exception of the 
electric utility properties serving the 
city of Sierra Blanca, Texas, and vi- 
cinity and the city of Van Horn, Tex- 
as, the system’s properties are entire- 
ly interconnected. Sierra Blanca is ap- 
proximately 20 miles from the main 
electric system of the company, and 
the energy at that point is presently ob- 
tained from a small internal combus- 
tion plant. On the basis of an in- 
creased load, which respondents antici- 
pate, at Sierra Blanca, the properties 
located there are now being intercon- 
nected with the main El Paso system. 
We find that, with the exception of 
the Van Horn properties, El Paso’s 
electric utility properties constitute an 
integrated public utility system within 
the meaning of § 2(a)(29)(A) of 
the Public Utility Holding Company 
Act. 


In urging that the integrated elec- 
tric utility system of El Paso (Texas) 
is retainable by Engineers along with 
Gulf’s electric system under the stand- 
ards of Clause (A) of § 11(b)(1),™ 
the respondents assert that the requi- 
site substantial economies which may 
be obtained by combining El Paso with 
Gulf consist of savings of $50,700 an- 
nually in the operation of the two com- 
panies. These savings are computed 
by subtracting from the estimated cost 
of providing assertedly necessary su- 
pervisory assistance and services to 
both companies, if independent, the 
estimated cost of these services if the 


companies are under common control. 
As in the case of the Virginia-Savan- 
nah combination, this hypothetical 
comparison is indulged because re- 
spondents claim that it would not be 
practicable for the present service com- 
pany to perform services for proper- 
ties as small as the largest possible 
combination of Gulf and El Paso. 
And, also, as in the case of Virginia 
and Savannah, these savings occur 
not in the physical, day-to-day opera- 
tion of the properties but largely in the 
administrative, accounting, and finan- 
cial conduct of the business. More- 
over, the utilization of such services 
which are for the most part super- 
visory or consultative in character, 
might well be found in any two sep- 
arately operated, but commonly con- 
trolled, similar businesses. These al- 
leged values of common control were, 
as we have said, repeatedly called to 
the attention of Congress during the 
consideration of the Holding Com- 
pany Act. 

Though respondents’ estimates are 
in terms of expense rather than ulti- 
mate economy, if we accept their fig- 
ures the economies asserted as sub- 
stantial amount to $50,700 ($12,000 
of which is allocable to Gulf, $32,800 
to El Paso, and the remainder to the 
Baton Rouge Bus Company). In 
their 1940 electric operations the two 
public utility companies produced net 
incomes, respectively, of $2,319,417 
and $438,924, gross incomes, respec- 
tively, of $3,529,091 and $918,680, 
and had operating expenses, respec- 





52 This combination has already been found 
not inconsistent with the requirements of 
Clause (B). Re Engineers Pub. Service Co. 
(1941) 40 PUR(NS) 1. 

58 Although it is also claimed generally that 
tke retention of the two companies under En- 
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gineers’ control will facilitate obtaining equity 
money for the subsidiaries through Engineers, 
the history of this system furnished no support 
for the claim and the record does not sustain 
the allegation. 
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tively, of $6,210,587 and $1,855,947. 
Expressed percentagewise, the loss of 
economies claimed to accompany sep- 
aration would represent .5 per cent of 
Gulf’s net and .3 per cent of Gulf’s 
gross income from electric operations 
and 7.4 per cent of El Paso’s net and 
3.6 per cent of its gross income from 
electric operations. Or put another 
way, the respondents’ claims would re- 
flect an increase in operating expenses 
of .2 per cent to Gulf’s and 1.8 per 
cent to El Paso’s electric system.™ In 
view of the background and meaning 
of the congressional requirement that 
the loss in economies, resulting from 
the severance of a utility system from 
a holding company system, must be 
substantial, we cannot find that the 
combination of Gulf’s and El Paso’s 
electric systems is permissible under 
the standards of Clause (A), even if 
we accept these hypothetical figures as 
the exclusive criterion. 


When it is considered that the econ- 
omies of common control are not in 
fact as substantial as those claimed, 
this conclusion is strengthened. In 
the first place, the extent of the econ- 
omies must be reduced because these 
estimates include savings in the opera- 
tion of transportation properties which 
must be separated from the holding 
company system. Moreover, since we 
must reject respondents’ contention 
that all the proposed additional execu- 
tive ‘assistance is necessary and that 
none of the functions to be performed 
by these experts can be efficiently per- 
formed by the present operating ex- 
ecutives, the economies claimed are 
further diminished. Not only are 





54 These figures are based upon the pro- 
posed methods of allocating interdepartmental 
expenses, 
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these contentions not borne out by the 
record, but the testimony of the treas- 
urer of El Paso, L. F. Yetman, indj- 
cates that, given the opportunity, the 
operating executives can perform 
many of the functions contemplated 
for the additional experts. And when 
the cost of obtaining the additional 
services claimed to be necessary is ex- 
amined, it is found to be less than is 
claimed. 

For example, serious doubts arise 
as to the necessity and alleged cost of 
all the assertedly necessary expert as- 
sistance when we consider respond- 
ents’ statement that “such reinforce- 
ment would be needed without ma- 
terial change regardless of whether the 
present gas operations are continued 
in the system and irrespective of the 
disposition of the incidental businesses 
of the various companies.” The ac- 
curacy of an estimated expense of per- 
sonnel, which will not be diminished 
when the scope of the operations of 
the enterprise is considerably reduced, 
is at least suspect. And further doubt 
is cast upon the accuracy of these es- 
timates when we consider that the sal- 
aries proposed to be paid to the alleg- 
edly necessary expert assistance for 
the entire requirements of the Vir- 
ginia-Savannah and Gulf-El Paso-Ba- 
ton Rouge combinations are almost the 
equivalent of the salaries presently 
paid to the experts of the mutual serv- 
ice company for performing roughly 
equivalent services for the entire En- 
gineers system. 

On the record before us, therefore. 
it is clear that the economies—if any 
—which will be lost on separating the 
two electric utility systems are not such 
as would justify the retention of EI- 
paso by Engineers along with Gulf, 
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under the standards of Clause (A) of 
§ 11(b) (1). 


(b) Requirements of Clause (C) of 
§ 11(b) (1) 

For the El Paso electric system to 
be retained by Engineers along with 
Gulf it is also necessary, as we have 
pointed out in connection with the 
Virginia-Savannah combination, that, 
in addition to the standards of Clause 
(A) of § 11(b)(1), those of Clause 
(C) be met. 

As has already been indicated, geo- 
graphical considerations, among oth- 
ers, are involved in determining wheth- 
er a combination is permissible under 
this clause. Gulf’s service area of 
some 27,000 square miles is, as has 
been shown, located in southwest 
Louisiana and southeast Texas. 92.2 
per cent of the 270 communities served 
have a population of less than 2,500. 
Aside from a few larger centers, such 
as Baton Rouge, Beaumont, Port Ar- 
thur, and Lake Charles, the service 
area is essentially rural. Although the 
region’s economic characteristics are 
predominantly agricultural and pas- 
toral, the production, refining and dis- 
tribution of oil and gas furnish an im- 
portant electric load. 

EI Paso serves an area of some 700 
square miles in the Rio Grande Valley 
in western Texas and southeast New 
Mexico. Except for the city of El 
Paso, the system’s service is confined 
to a narrow valley surrounded by 
mountains and desert, which is also 
largely pastoral in its economic char- 
acter. 

Between the Gulf and EI Paso elec- 
tric systems there is no operating re- 
lationship. Between their service 
areas there is not much intercourse and 


[8] 
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little in common geographically, politi- 
cally, or economically. The two areas 
served are 500 miles apart at their clos- 
est points and almost 1,000 miles apart 
at their furthest points. Seven hun- 
dred and fifty miles separate the prin- 
cipal offices of each. In many ways 
the two systems are even further apart 
than Virginia and Savannah. Ac- 
cordingly, it is even more apparent 
that an executive staff in Beaumont is 
not “localized management” as far as 
El] Paso’s needs are concerned. Al- 
though Beaumont is closer to El Paso 
than New York, we cannot find, in 
view of the distance and differences 
between the two regions served, that 
the removal of the management to 
Beaumont from New York will so ma- 
terially alter its sensitivity to El Paso’s 
problems as to afford for the popula- 
tion of El Paso’s service area the ad- 
vantages of localized management. 
We cannot find from the record be- 
fore us that the combination of Gulf 
and El Paso is not so large as to im- 
pair the advantages of localized man- 
agement. 

In applying the standards of Clause 
(C) we are also enjoined to have re- 
gard to the effect of the size of the 
combination on the effectiveness of 
regulation. Not only are El Paso’s 
properties separated by about 700 
miles from Gulf’s but the combination 
is scattered over three states. While 
the Louisiana and New Mexico prop- 
erties are subject to regulation by the 
respective Public Service Commissions 
of the two states, in Texas the prop- 
erties are not regulated by a state agen- 
cy. Regulation of these latter proper- 
ties depends upon the municipalities 
served and the state district courts. 
Therefore, the combination presently 
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proposed would be subject to regula- 
tion by Louisinana and New Mexico 
state agencies and by each of the wide- 
ly separated Texas communities in 
which it performs service. But most 
of the properties of the combination 
do not come within the competence 
of a small number of local agencies. 
Nor are they even divided between two 
state regulatory agencies. That a 
combination which can be locally reg- 
ulated only by so scattered and diverse 
a group of regulatory bodies is not so 
large as to impair the effectiveness of 
regulation is at least questionable. 
The record before us does not sus- 
tain a finding that the combination 
here proposed meets the standards of 
Clause (C) of § 11(b)(1). Since 
Engineers’ retention of El Paso (Tex- 
as) along with Gulf cannot be permit- 
ted under § 11(b) (1), we must order 


Engineers to dispose of all its inter- 
ests, direct and indirect, in El Paso 
(Texas). 

Before 
Clause (C) it is not inappropriate to 
comment on another of respondents’ 


leaving the problem of 


contentions. It is urged that because 
the combined electric plant account of 
Gulf and El Paso is not so large as 
that of Virginia, which we have found 
to be a single integrated electric util- 
ity system, the combination cannot be 
“so large as to impair the ad- 
vantages of localized management, ef- 
ficient operation, or the effectiveness 
of regulation.” But in determining 
this question, we must consider the 
“state of the art and the area or re- 
gion affected.” While the area or 
region affected by Virginia may be 
such as not to render Virginia’s size 
unduly large, it does not mechanically 
follow that a combination which is 


smaller in the magnitude of its finan- 
cial operation is not, in another area 
or region, so large as to impair the ad- 
vantages of localized management, ef- 
ficient operation, or the effectiveness 
of regulation. To accede to respond- 
ents’ argument would lead to the con- 
clusion that any combination whose 
financial magnitude is smaller than any 
public utility which we have found to 
constitute an integrated system must 
ipso facto be not so large as to violate 
the (C) standard. The statute cannot 
be so construed. 

[18] Since the electric utility sys- 
tem of El Paso (Texas) is part of 
the holding company system of El 
Paso (Delaware), a registered public 
utility holding company, and a re- 
spondent in this proceeding, we will 
later in this opinion consider the other 
businesses sought to be retained by 
El Paso (Delaware) along with this 
electric system under the standards of 
§ 11(b)(1). At this point, however, 
it is appropriate to examine whether 
any integrated public utility systems 
may be retained by El Paso (Dela- 
ware) in addition to El Paso’s (Tex- 
as) integrated electric utility system. 

El Paso (Texas) owns and operates 
an electric utility system serving ap- 
proximately 200 customers in the 
town of Van Horn, Texas, and vicini- 
ty. The territory actually served is 
small and is devoted almost exclusive- 
ly to cattle raising and dry farming. 
The town itself is little more than a 
trading post for ranchers in the area. 
Located approximately 30 miles from 
Sierra Blanca and 40 miles from the 
main El Paso electric system, the Van 
Horn system is isolated by desert and 
admittedly is at present not economi- 
sally capable of interconnection with 
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either Sierra Blanca or the main elec- 
tric system. A local superintendent 
and staff, who occasionally are assist- 
ed by the production, distribution and 
engineering personnel of El Paso 
(Texas), operate the system, which 
generates its own energy from a 
Diesel plant with a capacity of 357 
kilowatts. 

Since, as respondents admit, Van 
Horn is neither interconnected nor at 
present economically capable of being 
interconnected with the El Paso prop- 
erties, it cannot be a part of El Paso’s 
integrated utility system. However, 
we find that the electric properties of 
Van Horn themselves constitute an 
integrated public utility system within 
the terms of § 2(a)(29)(A) of the 
act. We find, further, that this sys- 
tem may be retained by El Paso in ad- 
dition to that company’s electric sys- 
tem under the standards of § 11(b) 
(1). Although the record is not as 
clear as it might be on this point, it 
discloses that material savings are ef- 
fected by the combination of El Paso 
and Van Horn. Substantial econo- 
mies within the meaning of Clause 
(A) would be lost if the two systems 
were separated. Since Van Horn is 
located in the same state as El Paso 
it meets the standards of Clause (B) 
for retention as an additional system. 
And, in view of the small size of Van 
Horn and its close geographical prox- 
imity to El Paso’s other properties, 
the combination also meets the stand- 


ards of Clause (C). 


5. The Other Businesses of El Paso 


This record contains no evidence 
from which we can conclude that El 
Paso’s “other businesses” are reason- 
ably incidental or economically neces- 
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sary or appropriate to the operation of 
Gulf’s electric system. Accordingly, 
in so far as they are sought to be re- 
lated to Gulf’s electric system, these 
businesses must be severed from En- 
gineers’ holding company system. 
However, as we indicated above, since 
these other businesses are conducted 
as part of the operations of the holding 
company system of El Paso (Dela- 
ware), which is itself a registered 
holding company and a respondent in 
this proceeding, it is appropriate to de- 
fine the limits of these operations un- 
der the standards of § 11(b)(1) as 
applied to the El Paso (Delaware) 
holding company system. We have al- 
ready noted that, in addition to the in- 
tegrated electric utility system of El 
Paso (Texas), this holding company 
system may retain the integrated elec- 
tric utility system at Van Horn, Texas. 
We now turn to the other businesses 
conducted by this system. 


(a) The Transportation and Toll 
Bridge Businesses 


El Paso Electric Company (Texas) 
(hereinafter sometimes referred to as 
the Electric Company) owns and op- 
erates a street railway and bus sys- 
tem in El Paso and vicinity and op- 
erates the street railway system owned 
by El Paso and Juarez Traction Com- 
pany which serves Juarez, Mexico. In 
addition, these companies own two 
international toll bridges over the Rio 
Grande river between El Paso and 
Juarez ; the American halves are owned 
by the Electric Company and the Mex- 
ican halves by El Paso and Juarez 
Traction Company. The Electric 
Company operates the railway and 
bridge properties owned by its asso- 
ciate, El] Paso and Juarez Traction 
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Company, under a contract dated Jan- 
uary 3, 1911. 

Owning 34 street cars which are 
operated on 3 railway lines over 18 
miles of track, the Electric Company 
furnishes the rolling stock, men, and 
material for the operation of the street 
railway line and the toll bridges, and 
the necessary personnel and materials 
to keep all records and accounts for 
both. During the year 1940, the cars 
traveled 803,000 miles (including 97,- 
000 on the El Paso and Juarez Trac- 
tion Company properties) and carried 
5,319,400 passengers (of which 1,- 
242,400 were allocated to El Paso and 
Juarez Traction Company). The 
Electric Company also operated 47 
busses on 9 bus lines solely in El Paso 
and vicinity over 33 miles of bus route. 
During the year 1940 the busses trav- 
eled 1,292,000 miles and carried 4,- 
251,000 passengers. 


Respondents claim that these trans- 
portation operations are reasonably in- 
cidental or economically necessary or 
appropriate to the operation of the 


Electric Company’s utility system. 
The common origins and development 
of the electric and transportation prop- 
erties, the joint use of certain person- 
nel®® and facilities, and the profitable 
character of the bus and railway op- 
erations do not, as we have already 
indicated, render the transportation 
business reasonably incidental or 
economically necessary or appropriate 
to the operations of the electric sys- 
tem, nor do they make retention of 
the transportation properties neces- 
sary Or appropriate in the public in- 
terest or for the protection of invest- 
ors or consumers. Indeed, the record 





55 Most of this personnel engages in super- 
visory, clerical, and administrative work. 
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shows that most of these very factors 
have in the past been conducive to 
practices which were contrary to the 
interests of investors and consumers 
and detrimental to the proper func- 
tioning of the electric system. Thus, 
the fact that portions of the company’s 
property, more properly allocable to 
railway operations, have been carried 
in the electric plant account, the fact 
that depreciation reserves have not 
been segregated between departments, 
and the fact that expenses have been 
improperly allocated between the two 
departments—e. g., the transportation 
department has been inadequately 
charged for the electricity furnished 
it by the electric department—have 
conflicted with the best interests of the 
electric investors and consumers. 

Although the fact that free trans- 
portation is extended to certain elec- 
tric system employees may be relevant 
in resolving the present question, it 
is not persuasive here because the rec- 
ord discloses that the portion of the 
transportation department’s efforts de- 
voted to this end is insignificant. 
While this service is of assistance in 
the operation of the electric system, 
its continuance or elimination would 
not affect the essentially independent 
character of the transportation oper- 
ations. And, as the record all too 
clearly shows, no substantial relation- 
ship exists between the actual opera- 
tions and problems of the two busi- 
nesses. 

Respondents claim that if the trans- 
portation properties are severed the 
electric business will sustain a loss 
because it will be required to absorb 
many expenses of joint facilities and 
employees now borne by the former. 
But the record does not support the 
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loss claimed, particularly with respect 
to compensating electric employees for 
the loss of free transportation. And, 
in evaluating the asserted losses we 
must remember that the expanding 
electric operations will absorb a por- 
tion of the freed labor facilities. 
Moreover, the advantages of having 
the undivided attention of the compa- 
ny’s executives devoted exclusively to 
electric operations must also be con- 
sidered in appraising this claim. We 
believe that the public interest will be 
better served if the wholehearted at- 
tention of the personnel is devoted to 
the electric service, even though some 
losses may occur in initially adjusting 
to separate ownership. 

Accordingly, we cannot find that the 
transportation and toll bridge proper- 
ties of El Paso (Texas) and El Paso 
and Jaurez Traction Company are rea- 
sonably incidental or economically nec- 
essary or appropriate to the operation 
of El Paso’s (Texas) electric utility 
systems, and we must order their di- 
vestment. 


(b) The Electric Appliance Merchan- 
dising Businses 


El Paso (Texas) is engaged in the 
electric appliance merchandising busi- 
ness in connection with the promotion 
of sales of electric energy in the ter- 
ritory served. Gross revenues from 
the sale and rental of electric appliances 
in 1940 were $330,140. On the com- 
pany’s books these operations returned 
a net income in 1940 of $5,460. How- 
ever, if interdepartmental expenses 
were more properly allocated this busi- 


ness would have sustained a deficit of 
$3,323. Like the similar enterprises 
in the Virginia and Gulf systems, the 
record shows that these operations 
have resulted in some increase in the 
sale of electric energy and are not un- 
related or economically inappropriate 
to the electric operations. We find, 
therefore, that this business is rea- 
sonably incidental to the conduct of 
El Paso’s (Texas) electric system 
and is, therefore, retainable.® 


C. Conclusion 


Engineers must divest itself of all 
interests, direct and indirect, in El 
Paso (Texas), El Paso (Delaware), 
El Paso and Juarez Traction Compa- 
ny, Baton Rouge Bus Company, and 
the gas utility system, the gas appli- 
ance merchandising business, the ice 
and water properties and the Alvin 
electric properties of Gulf. Moreover, 
of course, if Gulf is to be Engineers’ 
principal system, Engineers must also 
divest itself of all interests, direct and 
indirect, in Virginia and Savannah, 

Under any circumstances El Paso 
Electric Company (Delaware) must 
divest itself of all interests, direct and 
indirect, in El Paso and Juarez Trac- 
tion Company and the transportation 
and toll bridge properties of El Paso 
Electric Company (Texas). 


III. Common Stock of El Paso 
Natural Gas Company 


Engineers owns and holds a block of 
51,357 shares of the common stock of 
El Paso Natural Gas Company (here- 
inafter referred to as the “Natural 





56 The evidence in this record will not, of 
course, sustain a finding that El Paso’s non- 
utility businesses are reasonably incidental or 
economically necessary or appropriate to the 
operations of Gulf’s electric utility system. 
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Accordingly, since El Paso’s electric system 
must be severed from common control with 
Gulf, these businesses will also have to be 
eliminated from Engineers’ holding company 
system. 
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Gas Company”), representing 8.5 per 
cent of that company’s outstanding 
voting securities. The Natural Gas 
Company is not a subsidiary of En- 
gineers®™ but is an affiliate by virtue of 
Clauses (A) and (B) of § 2(a) (11) 
of the act. The record before us does 
not disclose any further affiliations 
between the two companies. 

Although there is some question as 
to whether the Natural Gas Company 
is a public utility company within the 
definition of § 2(a)(4) of the act, 
as we view the case these securities 
cannot be retained by Engineers re- 
gardless of how that question is an- 
swered. If the Natural Gas Company 
is not a public utility these shares can 
only be retained on the theory that 
they are an interest in an “other busi- 
ness” which is reasonably incidental 


or economically necessary or appropri- 
ate to the operation of any of Engi- 
neers’ retainable integrated utility sys- 
tems. But the respondents have intro- 
duced no evidence addressed to the 
retainability of this interest as an “‘oth- 


er business.” Therefore, if the Nat- 
ural Gas Company is a_nonutility 
business we are unable, on the record 
before us, to find that Engineers’ re- 
tention of an interest therein is reason- 
ably incidental or economically neces- 
sary or appropriate to the operations 
of any retainable integrated utility sys- 
tem. 

If, on the other hand, the Natural 
Gas Company is a public utility we 
must also conclude that divestment is 


necessary. These securities, as we 
have indicated above, would then rep- 
resent no more than an investment in- 
terest in a nonsubsidiary. We doubt 
whether, particularly under the cir- 
cumstances of this case, such an in- 
vestment interest in a utility company 
may be retained as an additional inte- 
grated utility system. And, in any 
event, no evidence on this point was 
presented. Nor may these securities 
be retained as an interest in an “other 
business” which is reasonably inciden- 
tal or economically appropriate to the 
operations of a retainable integrated 
utility system. As we have indicated 
above, there is no evidence in the rec- 
ord to show that retention of these 
securities would meet the standards 
of the “other business” clauses. 


It may also be noted that the argu- 
ment of counsel in this case points to 
the conclusion that under no circum- 
stances can an interest in a nonsub- 
sidiary utility be retained under the 
“other business” clauses. In discuss- 
ing the relationship of the second 
“other business” clause to the first 
clause, Engineers’ counsel, both in oral 
argument and in their brief, strenu- 
ously urged that “the second clause 
is explanatory of the first.” We 
have indicated above™ that we agree 
that the two clauses must be read 
together and that the factors listed in 
the second clause are to be examined 
in determining whether the interest 
sought to be retained is “reasonably in- 
cidental or economically necessary or 





57 Section 2(a) (8) of the act. No proceed- 
ing has been instituted under pargaraph (B) 
of that section to determine whether or not 
the Natural Gas Company should be subject 
to the obligations, duties, and liabilities of a 
subsidiary of a registered holding company. 

58 Under § 11 (b) (1) it is, of course, in- 
cumbent upon the respondents to make out a 
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case for the retainability of each of the sys- 
tems and each of the other businesses which 
they may seek to retain. No additional sys- 
tem or investment interest is prima facie eligi- 
ble for retention by a public utility holding 
company under § 11 ‘b) (1)... Cf. Sections 
1 (c) and 11 (a). 

59 Pages 74-76, 
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appropriate to the operations” of re- 
tainable integrated systems. In this 
view of the matter, the parenthetical 
clause in the last sentence of § 11(b) 
(1)® would have to be considered in 
determining whether a business is rea- 
sonably incidental or economically ap- 
propriate. And that clause excludes 
from the category of reasonably inci- 
dental and economically appropriate 
“other businesses” an interest in the 
business of a public utility company as 
such. Accordingly, interests in non- 
subsidiary utilities could not be re- 
tained as “other businesses.” We be- 
lieve that this conclusion has much to 
support it and that it is strengthened 
by an examination of other provisions 
of the act, particularly § 10(c)(2). 
Under that section Engineers could 
not acquire this interest in the Natural 
Gas Company (as an interest in a 
utility company) without an affirma- 
tive showing that such acquisition 
would serve the public interest by tend- 
ing towards the economic or efficient 
development of an integrated public 
utility system. There is, however, no 
need to determine this question at this 
time since, even if the construction that 
nonsubsidiary utilities might be re- 
tained as other businesses were adopt- 
ed, respondents’ failure to introduce 
any evidence on this point precludes 
the retention of these securities.” 


IV. Engineers Public Service Compa- 
ny, Inc.—The Mutual Service Com- 
pany 
Engineers Public Service Company, 


Inc. (hereinafter referred to as Engi- 
neers, Inc.), the mutual service com- 
pany in Engineers’ holding company 
system, has in the past rendered ad- 
visory and consultative services to all 
the companies in the system. 

The service company has 20,000 
shares of $5 par value capital stock 
outstanding. These shares are held 
by the subsidiaries in Engineers’ sys- 
tem, substantially in the proportion 
that their annual gross revenues bear 
to the total annual gross revenues of 
the system companies serviced by En- 
gineers, Inc. Although none of its 
shares are held directly by Engineers, 
it is, of course, indirectly a subsidiary 
of the holding company. 

Respondents have stated that, if the 
system is reduced in its operations to 
the largest possible aggregation of 
properties permissible under the stand- 
ards of Clause (B), it would not be 
practicable for the service company to 
continue to render the services which 
it has offered in the past. And in their 
testimony they have admitted that if 
Engineers were limited to the reten- 
tion of only one company between Vir- 
ginia and Gulf it would likewise not 
be practicable for the service company 
to continue to render services in the 
system. Moreover, in urging their 
case for the retention of additional 
systems under the standards of Clause 
(A), respondents have based their 
contentions on the assumption that the 
present service company would not 
continue to perform services for those 





80 The sentence provides: 
_ “The Commission may permit as reasonably 
incidental, or economically necessary or ap- 
propriate to the operations of one or more in- 
tegrated public-utility systems the retention of 
an interest in any business (other thar the 
business of a public-utility company as such) 
” (italics supplied.) 
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61In disposing of a petition for rehearing 
in the United Gas Improvement Case, we 
pointed out that some question had been raised 
as to the soundness of the view, previously 
expressed in that case, that an investment 
interest in a utility is retainable where the 
standards of the “other business” clauses are 
satisfied. Re The United Gas Improv. Co. 
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companies in the system which Engi- 
neers might be permitted to retain. 
We agree with respondents that for the 
one electric utility system and its in- 
cidental businesses to which we have 
found that Engineers’ holding compa- 
ny system must be reduced, it would 
be, to say the least, impractical to re- 
tain the present service company.™ 
We, therefore, find that the retention 
of Engineers, Inc., is not reasonably 
incidental or economically necessary 
or appropriate to the operations of En- 
gineers’ holding company system as 
limited by our order. Accordingly, we 
must order the separation of this com- 
pany from the Engineers holding com- 
pany system. 


V. Summary of Conclusions 


Under the statute Engineers must 
limit its operations to the electric util- 


ity system, the electric appliance mer- 
chandising and jobbing business, and 


the ice business of Virginia. Engi- 
neers will, therefore, be ordered to sev- 
er its relationship with the companies, 
properties, and businesses named here- 
after, by disposing or causing the dis- 
position, in any appropriate manner 
not in contravention of the applicable 
provisions of the act or the rules, reg- 
ulations, or orders promulgated there- 
under, of its interest, direct and indi- 
rect (including the ownership, control 
or holding of securities), in Savannah, 
El Paso (Delaware), El Paso (Tex- 
as), El Paso and Juarez Traction 
Company, Baton Rouge Bus Company, 


El Paso Natural Gas Company, Engi- 
neers, Inc.; the gas utility system, the 
gas appliance merchandising and job- 
bing business and the transportation 
properties of Virginia; and the water 
business, the ice business, the gas util- 
ity system, and the gas appliance mer- 
chandising business of Gulf. 

In addition, if Virginia’s electric 
utility system is to be Engineers’ prin- 
cipal system, Engineers will be ordered 
also to divest itself or cause the di- 
vestment in an appropriate manner of 
its interest, direct and indirect, in Gulf; 
and, if Gulf’s electric utility system is 
to be Engineers’ principal system, En- 
gineers will be ordered to divest itself 
or cause the divestment in an appro- 
priate manner of its interest, direct and 
indirect, in Virginia. Our order will 
require that Engineers divest itself of 
its interest in Gulf, but within fifteen 
days of the entry of our order Engi- 
neers may petition this Commission 
for leave to retain Gulf’s electric util- 
ity system as its principal system. 

El Paso (Delaware) must limit its 
operations to the electric utility sys- 
tems of El Paso (Texas) in the Rio 
Grande river valley and at Van Horn 
and to the electric appliance merchan- 
dising and jobbing business of El 
Paso (Texas). El Paso (Delaware) 
must therefore divest itself or cause 
the divestment, in any appropriate 
manner, of its interests, direct and in- 
direct (including the ownership, con- 
trol, or holding of securities), in El 
Paso and Juarez Traction Company 





(1942) Holding Company Act Release No. 
3511. However, there too we found it un- 
necessary to decide the point since, in any 
event, the record would not have permitted a 
finding that retention of the interest in ques- 
tion met the standards of the “other business” 
clauses. 
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62 Moreover, serious questions may arise un- 
de- §§ 13 (b) and (d) if Engineers, Inc., which 
is presently equipped to perform services for 
the entire holding company system of Engi- 
neers, confines its activities to the performance 
of services for Engineers’ one retainable sys- 
tem. 
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and the transportation and toll bridge 
properties of El Paso (Texas). 
An appropriate order will issue. 


Appendix 


At the time of its registration, Feb- 
ruary 21, 1938, Engineers, which was 
incorporated in Delaware in 1925 and 
has had its principal offices in New 
York city, controlled gas and electric 
utility companies which served widely 
scattered sections of the country. 
Electric service was furnished by Vir- 
ginia Electric and Power Company 
in Virginia and North Carolina; by 
Savannah Electric and Power Compa- 
ny in Georgia; by Gulf States Utilities 
Company in Louisiana and Texas; by 
El Paso Electric Company (Texas) 
and Mesilla Valley Electric Company 
in Texas and New Mexico; by The 
Western Public Service Company and 
its subsidiaries in Wyoming, South 
Dakota, Nebraska, Colorado, Kansas, 
Missouri, and Iowa; by Puget Sound 
Power & Light Company in Washing- 
ton: and by The Key West Electric 
in Florida. None of the electric util- 
ity properties of any of these subsid- 
laries was interconnected or econom- 
ically capable of interconnection with 
those of any other such company (with 
the minor exception of two small sub- 
sidiaries of The Western Public Serv- 
ice Company which had properties in- 
terconnected with those of their par- 
ent company). Gas service was ren- 
dered in Virginia, Louisiana, and 
Washington by the subsidiaries which 
rendered electric services in those 
states. The executive offices of Engi- 
neers, in New York city, were separat- 
ed from the areas served by its electric 
and gas utility subsidiaries by distances 
ranging from 375 miles to 3,100 miles. 
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The entire holding company system 
used and bore the cost of service fur- 
nished by Engineers Public Service 
Company, Inc., a mutual service com- 
pany organized and having its execu- 
tive offices in New York. 

In addition to these gas and elec- 
tric facilities, the subsidiary companies 
in Engineers’ system were engaged in 
various nonutility businesses and had 
interests in other businesses. Thus, 
they operated bus and street railway 
systems, toll bridges, ice, and cold stor- 
age plants and various water, steam, 
and telephone enterprises in fourteen 
states and in Canada. Moreover, 
many of these subsidiaries were en- 
gaged in the sale of electric and gas ap- 
pliances in connection with their elec- 
tric and gas businesses. 

On February 28, 1940, we instituted 
this proceeding by order and notice 
[Holding Company Act Release No. 
1945] under § 11(b)(1) of the Pub- 
lic Utility Holding Company Act of 
1935 to determine what action was 
necessary to limit the operations of the 
Engineers system to a single integrat- 
ed public utility system, to such other 
businesses as are reasonably incidental, 
or economically necessary or appro- 
priate to the operations of such inte- 
grated public utility system; and to 
the control of such additional inte- 
grated public utility systems as meet 
with the standards of § 11(b) (1). 

Respondents filed an answer on 
April 5, 1940, and on May 23, 1940, 
they moved to dismiss the proceeding 
on the ground that no preliminary re- 
port of studies by the Commission un- 
der § 11(a) or § 30 of the act had 
been rendered to respondents in respect 
of their holding company system. In 
that connection respondents contend- 
46 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


ed, among other things, that our no- 
tice and order were improper because, 
in their failure to specify in what re- 
spects such system did not comply with 
the standards of § 11(b)(1), they did 
not tender specific issues for hearing 
and therefore cast an undue burden 
on the respondents. Construing the 
motion to dismiss as in effect a request 
for a statement setting forth our tenta- 
tive views as to what action is neces- 
sary to bring about compliance by the 
respondents with § 11(b)(1) (Re 
Engineers Pub. Service Co. [1940] 
7 SEC 371), we directed the Public 
Utilities Division to prepare a report 
of their studies of the Engineers sys- 
tem to aid us in arriving at tentative 
conclusions, and postponed the hear- 
ing herein pending the preparation of 
our statement and to afford the re- 
spondents sufficient time to prepare for 


hearing on the basis thereof. 


Studies of the respondents’ system 
having been made and reported to us 
by the Public Utilities Division [See 
report in this matter dated March 5, 
1941, as corrected April 15, 1941, and 
released to the public], we issued a 
statement of our tentative conclusions 
on March 11, 1941 [Statement of 
Tentative Conclusions of the Commis- 
sion and Order Reconvening Hearing, 
Holding Company Act Release No. 
2607, 37 PUR(NS) 263, 268]. At 
the same time we ordered a hearing to 
be held before us on March 25th and 
directed the respondents to show cause 
why we should not forthwith issue an 
order requiring respondent, Engi- 
neers Public Service Company, “‘to di- 
vest itself of its interest in all subsid- 
iaries, except: Virginia Electric and 
Power Company and Savannah Elec- 
tric and Power Company; or, Gulf 
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States Utilities Company, El Paso 
Electric Company (Delaware), and 
Baton Rouge Bus Company, Inc.” 

Hearings were held in accordance 
with that order and on July 23, 1941, 
we issued our findings and opinion and 
an order requiring Engineers to divest 
itself within one year of that date of 
its direct and indirect interest in se- 
curities of Puget Sound Power & 
Light Company and its subsidiaries 
and The Key West Electric Company. 
Moreover, although in our findings 
and opinion, that day issued, we found 
that it was also necessary for Engi- 
neers to divest itself of all its inter- 
est in The Western Public Service 
Company, a Maryland corporation, 
we held in abeyance our order to that 
effect for reasons therein stated (Re 
Engineers Pub. Service Co. Holding 
Company Act Release No. 2897, 40 
PUR(NS) 1). In that opinion, too, 
we disposed of respondents’ conten- 
tions that evidence as to the constitu- 
tionality of § 11(b)(1) could be in- 
troduced and that that question be 
considered in this proceeding. 

On July 31, 1941, we ordered the 
hearing reconvened for the taking of 
evidence on the other issues in the pro- 
ceeding, which we had in a general way 
delineated in our findings and opinion 
of July 23, 1941, supra. 

Subsequently, The Western Public 
Service Company, a Maryland corpo- 
ration, was dissolved and its Nebras- 
ka and South Dakota properties were 
sold. The residual properties of The 
Western Public Service Company, a 
Maryland corporation, are now owned 
by The Western Public Service Com- 
pany, a Delaware corporation, The 
Northern Kansas Power Company, 
and Missouri Service Company. All 
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securities of these last three companies 
are owned directly by Engineers Pub- 
lic Service Company, and Engineers 
has consented to an order requiring 
that it divest itself of these securities 
within the time prescribed in § 11(c). 
(Re The Western Pub. Service Co. 
[1941] Holding Company Act Re- 
leases No. 3230, 3245, 43 PUR(NS) 
395). Accordingly, as we have stated 
in the text, there remained for our 
decision at this time only the questions 
relating to the appropriateness of En- 
gineers’ retention of certain additional 
systems and incidental businesses in 
the event that it chooses as its principal 
system either Virginia or Gulf. 

On October 14, 1941, in reply to 
respondents’ request that a trial ex- 
aminer’s report be filed in this pro- 
ceeding before we determine the re- 
maining issus, we held that such a re- 
port is not necessary and we ordered 


that within thirty days after the clos- 
ing of the record the Utilities Division 
was to file its request for specific find- 
ings of fact and a supporting brief 
and that within fifteen days thereafter 
the respondents were to file their re- 
quests for specific findings of fact and 


a supporting brief. (Re Engineers 
Pub. Service Co. [1941] Holding 
Company Act Release No. 3075, 40 
PUR(NS) 325.) These requests for 
findings and supporting briefs having 
been filed, oral argument was had be- 
fore us. 


ORDER 


The Commission having on Febru- 
ary 28, 1940, by notice and order for 
hearing, instituted proceedings under 
§ 11(b)(1) of the Public Utility 
Holding Company Act of 1935 with 
respect to Engineers Public Service 
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Company and its subsidiaries to deter- 
mine their status under that section, 
and Engineers Public Service Compa- 
ny and its subsidiaries having an- 
swered such notice and order; and 

Hearings having been held after due 
notice, requests for findings of fact 
on behalf of such companies and briefs 
in support thereof having been filed, 
oral argument having been heard ; and 

The Commission being advised in 
the premises, and having this day is- 
sued its findings and opinion with re- 
spect to certain action which the Com- 
mission finds necessary to limit the op- 
erations of the holding company sys- 
tems of Engineers Public Service 
Company and its subsidiaries, includ- 
ing each subsidiary thereof which is a 
registered holding company and its 
subsidiaries, to a single integrated pub- 
lic utility system and additional sys- 
tems and other businesses in accord- 
ance with the requirements of § 11 
(b)(1) of the Public Utility Holding 
Company Act of 1935; 

It is ordered, pursuant to § 11(b) 
(1): 

1. That Engineers Public Service 
Company, a registered public utility 
holding company, shall sever its rela- 
tionship with the companies named 
hereafter by disposing or causing the 
disposition, in any appropriate manner 
not in contravention of the applicable 
provisions of the said act or the 
rules, regulations, or orders promul- 
gated thereunder, of its direct and in- 
direct ownership, control, and holding 
of securities issued and properties 
owned, controlled, or operated by the 
following companies : 

Savannah Electric and Power Com- 
pany, Gulf States Utilities Company, 
Baton Rouge Bus Company, Inc., El 
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Paso Electric Company (Delaware), 
El Paso Electric Company (Texas), 
El Paso and Juarez Traction Compa- 
ny, El Paso Natural Gas Company, 
Engineers Public Service Company, 
Inc. ; and 

2. That the said Engineers Public 
Service Company shall cease to own or 
operate, directly or indirectly, any 
property or facilities now owned or 
operated by it through Virginia Elec- 
tric and Power Company for the pur- 
pose of conducting, directly or indi- 
rectly, any gas utility, gas appliance 
merchandising and jobbing, and trans- 
portation business, and to cease engag- 
ing, directly or indirectly, in any gas 
utility, gas appliance merchandising 
and jobbing, and transportation busi- 
ness now engaged in by it, directly or 
indirectly, through the said Virginia 
Electric and Power Company; and 

3. That El Paso Electric Company 
(Delaware), a registered public utility 
holding company, shall sever its rela- 
tionship with El Paso and Juarez 
Traction Company by disposing or 
causing the disposition, in any appro- 
priate manner not in contravention of 
the applicable provisions of the said 
act or the rules, regulations, or orders 
promulgated thereunder, of its direct 
and indirect ownership, control, and 
holding of securities issued and prop- 
erties owned, controlled, or operated 
by the said El Paso and Juarez Trac- 
tion Company ; and 

4. That the said El Paso Electric 
Company (Delaware) shall cease to 
own or operate, directly or indirectly, 
any property or facilities now owned 
or operated by it through El Paso 
Electric Company (Texas) for the 
purpose of conducting, directly or in- 
directly, any transportation or toll 
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bridge business, and to cease engaging, 
directly or indirectly, in any transpor- 
tation and toll bridge business now 
engaged in by it, directly or indirectly, 
through the said El Paso Electric 
Company (Texas); and 

Engineers Public Service Company, 
a registered public utility holding com- 
pany, controlling more than one single 
integrated public utility system, al- 
though heretofore afforded opportuni- 
ty to indicate its choice of the single 
integrated system it desires to retain 
as its principal system, having failed 
to avail itself of such opportunity, and 
the Commission desiring nevertheless 
that further opportunity be afforded 
said respondent to indicate its views 
with respect to its choice of the princi- 
pal system; 

It is further ordered that notwith- 
standing the provisions of Rule XII 
(d) of the Commission’s Rules of 
Practice Engineers Public Service 
Company may, within fifteen days of 
the date hereof, petition for leave to 
retain as its principal system the elec- 
tric utility system of Gulf States Util- 
ities Company ; 

Provided, however, that the Com- 
mission reserves the right to grant, 
deny, or dispose of any such petition 
according to the merits of the grounds 
urged in support thereof, and to take 
such other action with respect thereto 
as may appear to the Commission to 
be appropriate. 

Issue having arisen in this proceed- 
ing as to the permissibility of reten- 
tion of the Gulf States Utilities Com- 
pany’s electric utility properties located 
in Jasper, Texas; and 

The Commission deeming it neces- 
sary and appropriate that the record 
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place and before such trial examiner 


tric 





RE ENGINEERS PUBLIC SERVICE CO. 


entry, publication, and service thereof 
that they shall be without prejudice 
to the right of the Commission to en- 
ter such other and further appropriate 
orders from time to time as the Com- 
mission may deem necessary to secure 
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Re Butte City Lines, Incorporated 


[Docket No. 3402, Report and Order No. 1800.] 






Return, § 99 — Transportation company. 
1. A return on the property invested by a transportation company amount- 
ing to 3.95 per cent is not a just and reasonable return, p. 128. 

Return, § 99 — Transportation company. 
2. A rate of return of 6 per cent annually on the net property value of a 
transportation company, used and useful in its business, is a just and rea- 
sonable return, p. 128. 

Rates, § 319.1 — Transportation company — Concessions to students. 
3. Reduced rates for students attending high schools and business college. 
upon presentation of an identification card, were approved, p. 128. 

[September 18, 1942.] 


PPLICATION for authority to increase token fares and to 
allow students to ride for reduced fares during certain 
hours; granted in part. 
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APPEARANCES: Corette & Corette, 
Attorneys, Butte, John E. Corette 
and Robert D. Corette, appearing, rep- 
resenting Butte City Lines, Inc.; Phil 
O’Donnell, W. H. Maloney, and Ar- 
nold Olson, representing protestants ; 
Enor K. Matson, Counsel, for the 
Board. 


Before: Horace F. Casey, Com- 
missioner, Paul T. Smith, Commis- 
sioner, and Austin B. Middleton, 
Chairman. 


By the Boarp: On March 31, 
1942, Butte City Lines, Inc., herein- 
after referred to as the company, filed 
its application for authority to increase 
its present token fare of 6} cents each, 
or 4 tokens for 25 cents, to 84 cents 
each, or 3 tokens for 25 cents, and to 
allow students over the age of twelve 
years of the Butte High School, Butte 
Business College, Girls’ Central High 
School, and Boys’ Christian Brothers 
High School, upon their presentation 
of an identification card as to the at- 
tendance at any of the schools, to ride 
for a 5-cent fare between the hours of 
7:30 A. M. and 4 Pp. m. on all school 
days, and to allow the Butte Business 
College students, in addition to riding 
for a 5-cent fare between 7:30 A. M. 
and 4 p. M., to ride for a 5-cent fare 
between 6 Pp. M. and 9:30 pP. m. on all 
school days. Hearing was held at 
Butte, Montana, on April 16 and 17, 
1942, 

In accordance with the reservation 
at the close of the hearing the Board 
reopened the matter for further hear- 
ing on August 5, 1942, at Butte, Mon- 
tana, for the purpose of receiving the 
report of the auditor of the Board of 
Railroad Commissioners, such report 
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being offered and received in evidence, 
marked Exhibit A. 

On October 6, 1941, the company 
filed with this Board an application 
for authority to increase its token 
fares in a similar amount. This ap. 
plication did not include the provision 
of reduced fares to students. After 
hearing, this application was denied, 
From the proof then offered the Board 
found that the rate of return for the 
first ten months of the year 1941 on 
the net value of the tangible property, 
used and useful by the company in its 
business, was 1.63 per cent. Although 
this return was not a just and reason- 
able return on the said property of the 
company, the Board concluded the pe- 
riod was too short to justify a finding 
that an increase in rates was neces- 
sary, in view of the previous rate of 
return. 

On the proof now presented the 
Board is of the opinion that the re- 
quest of the company for authority to 
increase the present token fare of 6} 
cents each, or 4 tokens for 25 cents, 
to 84 cents each, or 3 tokens for 25 
cents, is not justified, and application 
for such increase should be denied. 
On the evidence presented the net 
property value of the company for the 
year ending December 31, 1941, was 
$100,703.40 after deducting depreci- 
ation amounting to $133,337.49 from 
the original cost of the property 
amounting to $234,040.89. The to- 
tal income for this period was $201,- 
931.46, while the total operating ex- 
penses were $197,978.78, leaving a 
net operating revenue of $3,952.68. 
Based on the above figures, the rate of 
return earned by the company for the 
year 1941 was 3.95 per cent. 
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Effective April 20, 1942, there were 
wage increases of 9 cents per hour for 
drivers and 12 cents per day for wash- 
ers. Two additional drivers were put 
on at this time. The total cost to the 
company for this increase in wages 
and employment of additional drivers 
will be $14,027.52 annually. In April, 
1942, the company purchased and put 
into operation ten new busses at a 
cost of $47,227.69. The allowable de- 
preciation on these new busses is 
$562.22 monthly for seven years or 
$6,746.64 annually. The increase in 
wages plus the added depreciation 
would amount to $20,774.16 annual- 
ly. The evidence also discloses that 
there has been a material increase in 
the cost of all of the parts and mate- 
rials required by the company. 

The number of token fares received 
during the year 1941 was 2,814,739. 
If the token fares should be increased 
from 6} cents to 7 cents, the increase 
in revenue, assuming the same num- 
ber of token fares, would be $21,- 
110.54 annually, a figure practically 
offset by the increase in costs because 
of wage increases, added depreciation 
hereinbefore mentioned, and increase 
in cost of materials. 


There is also a probability that the 
earnings of the company might be re- 
duced on account of the reduced fares 


for students. Based on these calcula- 
tions it would seem that while the ap- 
plication of the company for an in- 
crease from 6} cents to 84 cents per 
token should be denied, some slight in- 
crease should be made in order to take 
care of the increase in wages and de- 
preciation effective since April 20, 
1942. 


While the proof disclosed that the 
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company made a reasonable return on 
its investment for the first four 
months of the year 1942, the proof 
also showed beyond a doubt that a 
considerable part of the increase was 
due to abnormal weather conditions 
and an unusually severe winter, which 
extended well into this period. Based 
on previous returns, it would not be 
reasonable to assume that the earnings 
of the company would be similar for 
the rest of the year. In fact, as dis- 
closed from the proof offered, the 
earnings of the company invariably 
have fallen off during the summer 
months. Taking into consideration 
all of the factors so far as known, it 
would seem that a correction to the 
extent above indicated is necessary to 
enable the company to receive a just 
and reasonable return on its property 
invested, particularly in view of the 
low earnings for the year 1941. 


Findings of Fact 


On the evidence presented the 
Board now finds: 

1. Not sufficient evidence has been 
presented to warrant a finding that a 
just and reasonable return to the com- 
pany on the net property value of the 
company, used and useful in its busi- 
ness, requires an increase of its pres- 
ent token fare of 6} cents each, or 4 
tokens for 25 cents, to 84 cents each, 
or 3 tokens for 25 cents. 

2. Such increase, if granted, would 
provide more than a just and reason- 
able return on such property. 

3. The net property value of the 
company, used and useful in its busi- 
ness, ending December 31, 1941, was 
$100,703.40. 

4. The net operating revenue for 
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the year ending December 31, 1941, 
was $3,952.68. 

[1] 5. The rate of return on the 
property invested by the company for 
such period was 3.95 per cent, which 
is not a just and reasonable return on 
the said property. 

6. The operating cost of the com- 
pany was increased effective April 20, 
1942, by wage increases amounting 
to $14,027.52 annually. 

7. In April, 1942, the company 
purchased and put into operation ten 
new busses at a cost of $47,227.69. 

8. The allowable and reasonable 
depreciation on such new busses is 
$6,746.64 annually. 

9. The cost of materials used by 
the company including repair parts 
and other materials, has materially in- 
creased since the evidence was pre- 
sented in Docket No. 3395, upon 
which Report and Order No. 1784 
was made by this Board on January 
19, 1942. 

10. An increase in the token fares 
from 6} cents to 7 cents would in- 
crease the revenue of the company 
$21,110.54 annually. 

11. Such increase in revenue would 
be offset by the annual increase in 
wages, added depreciation costs, in- 
creased costs of materials of all kinds 
used by the company and reduced fares 
to students. 

[2] 12. An increase in the token 


fares from 64 cents each to 7 cents 
each is necessary in order to provide a 
rate of return of 6 per cent annually 
on the net property value of the com- 
pany, used and useful in its business, 
which is a just and reasonable return 
thereon. 


Conclusions of Law 


The Board concludes: 

That the application of the Butte 
City Lines, Inc., for authority to in- 
crease its present token fares of 6} 
cents, or 4 tokens for 25 cents, to 84 
cents, or 3 tokens for 25 cents, should 
be denied except that an increase from 
64 cents to 7 cents for each token 
should be allowed, and the following 
fares should be allowed for students, 
to wit: 

[3] Students over the age of 
twelve years of Butte High School, 
Butte Business College, Girls’ Central 
High School, and Boys’ Christian 
Brothers High School, upon their 
presentation of an identification card 
as to the attendance at any of the 
schools, to ride for a 5-cent fare be- 
tween the hours of 7:30 a.m. and 4 
P.M. on all school days, and to allow 
the Butte Business College students, 
in addition to riding for a 5-cent fare 
between the hours of 7:30 a.m. and 4 
P.M., to ride for a 5-cent fare be- 
tween 6 P.M. and 9:30 p.m. on all 
school days. 
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(FURA) 


The Public Utility Holding 
Company Act of 1935 
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Industrial Progress 


Selected information about products, supplies and 
by manufacturers. Also announce- 


ments of new literature and changes in personnel. 


Equipment Notes 


New Pump Tank Fire Extinguisher 
For Use on Incendiary Bomb Fires 


In conformance with the emergency re- 
quirements of the United States Government, 
the American-LaFrance-Foamite Corp. has 
designed a new pump tank with the amount of 
critical materials in its manufacture reduced 
to a minimum, 

This new pump tank produces a straight 
stream and not a spray. This is in compliance 
with the latest requirement of the Office of 
Civilian Defense for controlling magnesium 
type incendiaries. 

The new pump tank is made in 5 gal. and 
2% gal. sizes. It has an over-sized air cham- 
ber assuring minimum pulsation, a steady pres- 
sure and a more constant stream. It has a 
range of 30 to 40 ft. It is a self-contained unit 
and can be readily transported to points 
difficult of access. It is equipped with a stand- 
ard 26 in. hose and its interior has a corro- 
sion-resisting coating. 

Both sizes are approved by the Underwriters’ 
Laboratories with a Class A-1 rating, under 
the Emergency Alternate Specifications. 


Forced-Convection Heaters 
Forced-convection heaters are materially 
contributing this winter to the health, comfort 
and efficiency of engineers in the cabs of elec- 
tric locomotives, guards in towers, and watch- 
men’s houses around industrial plants. The 
heaters are also being increasingly used in 
shipyards, hangars, substations, warehouses, 
crane cabs, and similar out-of-the-way places, 
the General Electric Company reports. 
Controlled automatically, and rated from 2 
to 15 kw. G-E forced-convection heaters are 


Armor Tape Winder Saves 
Service Interruptions 
The A. B. Chance Company recently de- 


signed a new Armor Tape Winder for wrap- 
ping Armor tape on aluminum or copper con- 


available in the suspension type for wall and 
ceiling mounting. The portable type, intended 
primarily for floor mounting, is readily adapt- 
able for either wall or ceiling use. The heaters 
are sturdy, economical in operation, and easily 
and quickly installed, since it is only necessary 
to connect them to the nearest outlet. ; 


Skin Creams and Lotions for Protection 
Against Industrial Dermatitis 


An announcement of interest to industrial 
medical directors, safety engineers, and plant 
executives, of M. S. A. Fend industrial skin 
creams and lotions for barrier protection of 
the worker’s skin against industrial dermatitis 
is made by Mine Safety Appliance Company, 
Pittsburgh, Pa., exclusive Fend distributor. 
A 16-page bulletin on the subject has been pre- 
pared by the company. 

Fend creams and lotions are stated to pro- 
vide a protective barrier on the skin against 
many specific hazards in industry. Offering no 
interference with the normal action of the 
skin glands, the creams protect and are 
emollient to the skin; are readily removed 
with mild soap and warm water. 

Each of the six different types of Fend 
products provides protection against a num- 
ber of specific skin hazards. These types are 
the result of intensive research and are de- 
clared to mark a definite advance in modern 
skin protection. 


Electric Watchman Protects Generators 


An automatic electric watchman the size of 
a large box camera, which jots down a warn- 
ing in red ink when it detects vibrations that 
might eventually cripple a power-producing 
machine, is announced by Westinghouse Elec- 


ductors without interrupting service. This 
tool will apply tapes to conductors up to 4/0. 
If desired a second tape may be wound over 
the first on No. 6 up to No. 1 conductors. 
Interchangeable magazines are available for 
tapes + in., 5/16 in, $ in., and 3 in. wide. Each 
magazine will hold up to 10 
ft. of tape. Operation of the 
tool is a simple method of at- 
taching and turning the tape 
winder around the conductor 
with a disconnect stick, ti 
stick, or similar insulated 
tool. For further information 
about this tape winder write 
the A. B. Chance Company, 
Centralia, Missouri. 
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Mercury Switch 


Equipped Controls 


The Mercoid line of automatic controls are the results 
of over two decades of wide experience in the engi- 
neering and manufacture of automatic controls * 
Realizing the responsible duties imposed in the func- 
tioning of automatic controls, the Mercoid organiza- 
tion deems it imperative that nothing be spared in 
material quality, workmanship, or time in perfecting 
every detail of design and construction that will add 
to a better and more reliable operating instrument * 
Thus, from the very beginning, Mercoid Automatic 
Controls have employed the now famous hermetically 
sealed Mercoid Switches. These mercury contact 
switches are designed to give an operating result 
not obtainable in the open contact types * The 
"making" and ‘‘breaking'’ of an electrical circuit in 
a control should be as near trouble-free as possible. 
Mercoid Mercury Switches are the best answer to 
the problem. Long years of service under various 
conditions prove this * The mercury switches 


vd wi 


MAGNET TYPE 


TILTING TYPE 


manufactured by The Mercoid Corporation are all of 
special design, made under the most exacting con- 
ditions to meet the rigid specifications required. They 
are known the world over as ‘‘Mercoid Switches." 
The trade mark ‘‘Mercoid"' is registered in the United 
States Patent Office * The advantages of Mercoid 
Switches are many. They cannot be affected by dust, 
dirt or corrosion; nor are they subject to open arcing 
or pitting and sticking of the contacts. Many of them 
are used on applications involving millions of opera- 
tions where they give a highly satisfactory perform- 
ance. The exclusive use of these switches is one of 
the distinguishing features of Mercoid Controls * 
Apart from the importance of the Mercoid Hermeti- 
cally Sealed Mercury Switch, there are a number 
of other outstanding characteristics in the design, 
construction, and operation of Mercoid Controls 
which are adequately covered in the new Mercoid 
catalog Number 600—a copy will be sent upon request. 


THE MERCOID CORPORATION * 4219 BELMONT AVENUE * CHICAGO, ILLINOIS 
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tric & Mfg. Co. Harry C. Werner, vibration 
expert at the Westinghouse Research Labor- 
atories, devised the instrument—a midget- 
sized generator of electricity—to measure in 
thousandths of an inch the slightest tremors 
in the spinning shafts of turbo-generators. By 
discovering quivers in shafts turning at 3,600 
revolutions per minute and recording a warn- 
ing, the detector provides a perpetual diagnosis 
of giant power house machines producing elec- 
tricity day and night for the nation’s war 
plants and homes. 

Mr. Werner also has designed an instrument 
to detect any axial or lengthwise displacement 
of the shaft relative to the stationary mem- 
bers. A turbo-generator is always designed to 
allow for internal relative expansion of the 
shaft in its housing since metal expands when 
heated and contracts when it cools. One of 
Mr. Werner’s electrical detectors provides a 
record of any departure of the shaft from its 
basic position and also indicates significant 
changes in the necessary running clearances. 


> 


Manufacturers’ Notes 


1.B.M. Endicott Plant 
Awarded Army-Navy “E” 

International Business Machines Corpora- 
tion’s Plant No. 1, at Endicott, N. Y., has been 
awarded the Army-Navy “E” Production 
Award “for great accomplishment in the 
production of war equipment.” 

At the “E” award ceremony, Thomas J. 
Watson, president, expressed the company’s 
appreciation to its suppliers of equipment and 
materials for their codperation in the war 
program. 


Thornton Tandem Official Completes 
Civilian Orientation Course 

S. F. Baker has returned to his duties as 
vice president of the Thornton Tandem Com- 
pany of Detroit, having completed the Civilian 
Orientation Course presented by the Command 
and General Staff School of the United States 
Army at Fort Leavenworth, Kansas. Mr. 
Baker, a World War I flyer, was one of a 
group of eighty-seven men selected by Lieut. 
General Brehon Somervell to participate in 
this condensed General Staff officer’s course. 
This group was chosen as a cross section of all 
types of business and professions interested 
in war activities. 

The purpose of the course is to familiarize 
this representative group of civilians, most of 
whom have had military experience, with the 
streamlined structure of the new Army, as 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 


Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 











well as an over-all view of the tasks confront- 
ing the Army in the current war. It was pur- 
posed by the War Department, to create, in this 
manner, a group of informed citizenry who 
may act as a liaison between military and busi- 
ness groups for the purpose of facilitating co- 
Operative efforts between industry and the 
country’s military organizations. 

Mr. Baker returned highly impressed with 
the necessity for a complete understanding by 
men in industry of the tremendous Problems 
which face our Army. “This war,” he says, 

“will be fought with the aid of God to a suc- 
cessful conclusion and will exact from us all, 
men and management of industry, civilians and 
non-defense business, a heavy cost over a pe- 
riod of several years. One could not attend 
this course without sensing the need for sac- 
rificing many of the conveniences and comforts 
of our present every-day life.” 


Growth of Aluminum Production 

With the $250,000,000 expansion program of 
the Aluminum Company of America nearing 
completion and with other privately-owned 
and government-financed plants in operation, 
the United States produced during the year 
more than a billion pounds of aluminum, ac- 
cording to a recent statement by Roy A. 
Hunt, president. When the plants Alcoa is 
building for the Defense Plant Corporation 
are completed and the peak of 1943 production 
is reached, there will be a capacity in this 
country to make 2,100,000,000 pounds annually. 
This is 63 per cent more than the aluminum 
production of the whole world in 1938. Of 
this total, Alcoa is scheduled to produce a ma- 
jor portion in its own plants and those it will 
lease from the government. 


R.D. Donaldson Joins Gibbs & Hill, Inc. 

Roderick D. Donaldson, formerly vice presi- 
dent of the Utility Management Corporation, 
has become associated with Gibbs & Hill, Inc., 
consulting engineers, as head of a department 
to render advisory and supervisory services 
to operating utilities, it was announced recent- 
ly by E. R. Hill, president. 

Gibbs & Hill, Inc., whose present activities 
are concerned almost exclusively with engineer- 
ing and construction work for the war effort, 
created the new department to meet a need 
resulting from the current trend toward de- 
centralization in the utilities industry, the an- 
nouncement stated. 


Lengthening Truck Life 

Suggestions for lengthening the life of the 
nation’s vital and irreplaceable motor trucks 
and motor truck tires are offered by Walter 
F. Rockwell, president of The Timken-Detroit 
Axle Company, Detroit, Mich. 

To those in charge of the vehicles and load- 
ing docks of industries, Mr. Rockwell sug- 
gested: 

1. Make sure scrap is properly loaded, so 
that sharp pieces of metal won’t fall out on 
the pavement. Metal is precious, and the trucks 
and buses and their tires that may be dam- 
aged by scrap are even more precious. 

2. Recheck all routes being followed by com- 
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WAR AND BUSINESS 





wits EGRY SYSTEMS ano FORMS 


EGRY Systems meet every requirement for speed, accuracy and protection 
in the handwritten or typed recording of all business transactions. And SPEED-FEED 
now that typewriters are being drafted, more work must be done on those 
remaining, and more forms will be written by hand. To help meet this 
situation, EGRY offers you three time-proved Business Systems: 


1—The EGRY TRU-PAK Register steps up the writing of handwritten 
records, assures complete control over every business transaction. 


2—The EGRY SPEED-FEED attaches instantly to any standard make type- 
writer and uses EGRY Continuous Printed Forms. This combination 
speeds up the output of all typed forms — makes one typewriter do the 
work of two by eliminating many wasteful, ti i ti 





3—EGRY ALLSETS are the modern single set forms for speed-writing all 
business records. Interleaved with one-time carbons, EGRY ALLSETS 


eliminate many manual operations. 





EGRY Business Systems are designed to meet the record requirements of 
every departmental activity of war and business. Send for folder “Type- 
writers are Drafted.” Address Department F-121. 








THE EGRY REGISTER COMPANY @ DAYTON, OHIO 
Sales Offices in All Principal Cities 
Egry Continuous Forms Limited, King and Dufferin Sts., Toronto, Ontario, Canada 
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pany trucks to make sure they are the shortest 
and smoothest available. 

3. Make certain your vehicle maintenance 
methods meet wartime requirements, and don’t 
overlook thorough axle maintenance as a way 
to reduce the number of breakdowns, costly 
replacements, and waste of vital metals. 

4, Start vehicles earlier on their runs or re- 
lax delivery schedules a little to eliminate the 
sudden starts, quick stops, and fast, nervous 
driving of men working to close time limits. 
Then enforce company rules on careful, mod- 
erate driving methods if you want your ve- 
hicles to last. 

5. Study ways and means of establishing an 
all-time record for safe driving, Every acci- 
dent caused by speeding or negligence is sab- 
otage of equipment of utmost importance to 
America’s war effort. Safe driving rules must 
be enforced by the companies owning the ve- 
hicles as well as by authorized law enforce- 
ment agencies. 

6. Never overload trucks. 

7. Ask your drivers to turn in daily forms 
reporting on the mechanical condition of their 
trucks. 


E. F. Coogan Appointed 
Vice President Autocar 

Edward F. Coogan, sales manager since 
1936 of The Autocar Company, motor truck 
manufacturers of Ardmore, Pa., has been ap- 
pointed a vice president. As such, he will be- 
come more directly concerned with the com- 
pany’s expanding service requirements for 
military vehicles, in the manufacture of which 
the company’s productive capacity is now total- 
ly engaged. He will, however, continue his 
former sales supervision of commercial busi- 
ness. 


R & 1 E Appoints Sales Representative 

W. J. Hugo has been appointed sales repre- 
sentative for the Railway and Industrial En- 
gineering Company covering the north central 
states. Mr. Hugo, whose headquarters are in 
Minneapolis, Minnesota, has operated as a 
manufacturer’s representative for twenty-two 
years and enjoys a wide acquaintance in that 
district. 

Along with R&IE equipment, Mr. Hugo 
handles the sale of other allied equipment for 
several other manufacturers. He will cover 
the states of Minnesota, parts of Iowa, IIli- 
nois and Wisconsin, and the states of North 
and South Dakota. 


Riley Moves Baltimore Office 
Effective January 1, 1943, the Riley Stoker 
Corporation, manufacturers of fuel burning 


"MASTER*LIGHTS" 
® Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 
© Hospital Emergency Lights. 
CARPENTER ltl co. 


197 Sidney St., Cam Mass. 
MASTER*LIGHT* MARERS™ 











and steam generating equipment, Worcester, 
moved the company’s Baltimore office 
N. W., Washington, 


Mass., 
to 1147 Connecticut Ave., 
DG: 


Gregory Advanced by Thornton-Tandem 


Bruce Gregory, formerly in charge of sales 
for Thornton Tandem Company, Detroit, has 
been appointed vice president in charge of 
sales and a member of the board. 


Catalogs and Bulletins 
Ernst Transformer Carriers 


An illustrated folder issued by the Ernst 
Carrier Sales Co., Buffalo, N. Y., describes 
the company’s complete line of barrel, drum 
and transformer carriers. 

The Model 1400 transformer carrier has a 
capacity of 1,400 lbs. ; 4 wheels, 8 in. diameter; 
square base 32 in. inside. This model also is 
supplied with a special ratchet lift to raise 
transformer 14 in. from floor and has an extra 
heavy duty post. 


“Pumps for the Purpose” 

The Tuthill Pump Company, Chicago, has 
issued a general catalog * ‘Pumps for the Pur- 
pose” covering its entire line of rotary pumps, 
including model L pump which is equipped 
with a mechanical seal to prevent leakage at 
the pump shaft, model C general purpose 
pump, model CK ball bearing pump, model M 
coolant pump, model RC and model RM auto- 
matic reversing pumps, series S and SA 
stripped model pumps and relief valves. 

All of these pumps are of the rotary, in- 
ternal gear, positive displacement type, de- 
signed primarily for handling lubricating oil 
or liquids with lubricating qualities of a non- 
corrosive nature. 


G-E Opens Appliance Service 
Center in Atlanta 


In line with General Electric Company’s ap- 
pliance service program intended to facilitate 
appliance repairs in all sections of the country, 
another major appliance service center has 
been opened in Atlanta, 

The new center will serve the southeastern 
states. Similar centers have been in operation 
for some time in Boston and San Francisco. 
These centers are factory-operated by the com- 
pany’s appliance & merchandise department, 
Bridgeport, Conn. 


Lightning Protective Equipment 


Lightning protective equipment for A- G 
rotating machines and A-C side of rectifier 
equipments for protection against traveling- 
wave voltages due to lightning is described 
and illustrated in a 16-page booklet (GEA- 
1743E) recently published by the General 
Electric Company. 


Specifications for Sump Pumps 

Automatic electric sump pumps are described 
in a bulletin (AIA File No. 29-C-1) issued 
by the manufacturer, Penberthy [njector 
Company, Detroit, Mich. 
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Turbine Lead Connection Hangs ‘‘Weightless”’ 
on GENSPRING Constant-Support Hangers! 


Here is just one example of the many 
important opportunities for improvement in 
power piping now made possible by Grinnell 
GENSPRING Constant-Support Hangers. 
In the installation pictured above, a com- 
plete high-pressure turbine lead connection 
literally floats in perfect balance... free 
from usual added stresses caused by thermal 
movement and the weight of piping. 


containing full details of 
GENSPRING Constant-Support 
| Hangers and instructive infor- 


{ contain for new data book 


mation to help solve problems 
of power piping travel. 


GENSPRING CONSTANT-SUPPORT HANGERS BY 


Unlike old-style, variable-support hangers, 
GENSPRING Hangers accurately and sensitively 
balance the weight of pipe in every “* hot” and “cold” 
position. Their patented non-resonant mechanism 
eliminates the weight-stress due to thermal move- 
ment ... helps to absorb vibration . . . effectively 
increases safety factor of the entire piping system! 

Investigate this original constant-support hanger 
for high-pressure piping in your power plant. Only 
GENSPRING Hangers give this precision-balanced 
suspension! Made to support loads from 250 to 8500 
pounds. Grinnell Company, Inc., Executive Offices, 
Providence, R. I. Branch offices in principal cities, 


GRINNELL 


wuenever PIPING is invoiveo 
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Makers of the famous Kin- 
near Steel Rolling Door again 
come to Industry’s aid. Their 
WOOD ROLLING DOOR 


gives you maximum door efhi- 








ciency for the duration. A 
door previously made—pre- 
viously tested in service. A 
door that incorporates the ef- 
ficient principle of coiling op- 
eration proved for so many 
years in steel rolling door in- 
stallations! A door that saves 
steel without sacrificing efh- 
ciency! The wood-slat cur- 
tain is assembled for strength, 
for full, year ’round protec- 
tion against the elements, and 
for smooth operation. Spring 
counterbalanced and coiling 
above the lintel, it is conven- 
ient ... saves space ... leaves 


an unobstructed opening .. . 
opens out of the way... is less subject to damage. It 1s 


built in any size, with manual or motor operation, and 
is suited to old or new installations—exterior or interior. 


The perfect answer to “duration” door problems! 


WRITE TODAY FOR NEW BULLETIN ON KINNEAR WOOD ROLLING DOORS 


THE KINNEAR MANUFACTURING CO. 


2060-80 FIELDS AVE. COLUMBUS, OHIO 


Offices and Agents in Principal cities Factories San Francisco, Calif. and Cols., Ohio 





ROLLING DOORS 
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..that insure unfailing 
power supply to war 
industries. 


The fundamental improvements 
outlined below are the result of 
Pennsylvania’s continuous 
research and development to 
assure greater transformer 
reliability, lower operating costs 
and longer life! They are but a 
few of the many improvements 
to be found in Pennsylvania 
Transformers. 


... Possess Maximum 
Inherent Strength 


Ina circular coil the tension 
of each turn of wire is uniform 
throughout its length. No coil 
of any other shape possesses 
this quality. 

The turns in a circular coil 
are wound tightly without 
excessive tension on the wire 
—thus eliminating the 
possibility of stretching the 
winding and injuring the 
insulation. This added safety 
is inherent in Pennsylvania's 
circular coil construction. 


23.500 KVA 
55° 118 KV 
3-phase 


COILS 
DRE-COMPRESSED 
at LA 


... to withstand 
short circuits 


All coils of the helical 
and pancake type are 
precompressed to such an 
extent that no further 
compression can take place 
under the most severe short 
circuit: This definitely 
precludes any possibility of 
the coil stack moving or 
distorting under short circuit. 

The ability of the coil to 
maintain its shape under the 
prescribed pressure is your 
guarantee thatthe transformer 
will withstand short circuits. 


\\ 


. » - with Silver-to-Silver 
Contacts 


Pennsylvania's straight line 
tap changer with its silver-to- 
silver contacts is capable of 
carrying heavy overloads 
without overheating and is 
able to withstand “dead” 
short circuits without 
detrimental effects. 

Tests have been made to 
fully prove these character- 
istics, the tap changer being 
subjected to 100,000 full 
operations—more than 
would occur during the 
normal life of the transformer. 


TRANSFORMER COMPANY 


808 RIDGE AVENUE, ® 


N. S., PITTSBURGH, PA. 
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SAVE 50% 
IN TIME AND MONEY WITH 











THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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CRESCENT | 


ANSWERED THE CALL! 


Long before Pearl Harbor we were in total 
production for Defense. Now we are in 


Total Production eduction for War! | 
__ORESCENT INSULATED WIRE & CABLE COL_ 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








vnssox FOTO, Bacon « Davis, anc. nave cases 


CONSTRUCTION £ : 3 
OPERATING COSTS ngINCET INTANGIBLES 


VALUATIONS AND REPORTS 


NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








GILBERT ASSOCIATES, Inc. 


ENGINEERS SPECIALISTS 
POWER ENGINEERING SINCE 1906 pissing and Expediting, 


Steam, Electric, Gas, Hydro, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Personnel Relations, 


Operating Betterments, ss 
Inspections and Surveys, Reading, Pa. : Original Cost Accounting, 


Feed Water Treatment. Washington New York Accident Prevention, 

















J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 
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SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 
With Management Problems, Financing, Reorganization. 
Chicago New York San Francisce 


—_— 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 











STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ¢ APPRAISALS 


BOSTON e NEWYORK e CHICAGO e HOUSTON ec PITTSBURGH 
SAN FRANCISCO e LOS ANGELES 











THE J.G. WHITE ENGINEERING CORPORATION 
DESIGN ® CONSTRUCTION © REPORTS © APPRAISALS 
80 BROAD STREET, NEW YORK 




















EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 


BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 





BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of con- 
struction of Public Utility. Properties 


4706 BROADWAY KANSAS CITY, MO. 











FrANcis S. HABERLY 
ENGINEER 


Appraisals—Original Cost Accounting— 
Rates—Depreciation—Trends 


122 Sour Micnican AVENUE, CHICAGO 





Sa 
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JACKSON & MORELAND SLOAN & COOK 


ENGINEERS 
™ CONSULTING ENGINEERS 
PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 120 SOUTH LA SALLE STREET 
DESIGN AND SUPERVISION VALUATIONS CHICAGO 
ECONOMIC AND OPERATING REPORTS 
Appraisals—Original Cost Studies 
BOSTON NEW YORK Depreciation, Financial, and Other Investigations 




































JENSEN, BOWEN & FARRELL] [ J. W. WOPAT 
Engineers Consulting Engineer 
Ann Arbor, Michigan Construction Supervision 
s oe as Appraisals—Financial 
Appraisals - Investigations - Reports Rate Investigations 
: rs yr soins wit no le 
rate inquiries, epreciation, xed capita’ ‘ ° j 
oe ee ey original cost, security issues. 1510 Lincoln Bank Tower Fort Wayne, Indiana 

















Representation in this Professional Directory may be obtained at very 
reasonable rates. Kindly address inquiries to: 


ADVERTISING DEPARTMENT 


Public Utilities Fortnightly 
Munsey Building Washington, D. C. 














There 
IBM | 


public 


e Whatever the demands of the gas in- 
dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, 
Regulators, Back Pressure Valves and other equip 
ment for gas purification and control, Connelly is at 
your service, ready for any emergency. 
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Under the able management of Mr. A. L. Smyly, pio hae 
neer in gas purification and pressure regulation, this #M*¢cur! 
organization has continued its leadership in the field H},;;,... 
and the fact that Connelly products are standard in 

hundreds of the leading gas plants of the country is Ser 


indicative of the service rendered. — 
@ Mr. A. L. Smyly 
' President 
Connelly Iron 
Sponge & 
vernor Co. 


IRON SPONGE and GOVERNOR Company 
CHICAGO, ILL. ELIZABETH N.J 
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ON CALL... 


PUBLIC UTILITIES EVERYWHERE LOOK TO J.B. M. 
SERVICE BUREAUS FOR SPEEDY RESULTS 


4n IBM Service Bureau—There’s one in every big city 


There's an IBM Service Bureau in each 
IBM branch office. This means that every 
public utility will find Service Bureau 
facilities near at hand—on call for rate 
studies. market analyses, material and 
supplies inventories, property inven- 
tories. personnel studies, wage and social 
security records; and for any other ana- 
lvtical work. 

Service Bureaus are staffed by trained 


personnel, and equipped with modern, 


They prepare finished reports for 
management 


high-speed Electric Accounting Ma- 
chines. Work for clients is done under a 
policy of strictest confidence. 

The charge to any single client for 
Service Bureau work can be kept on a 
moderate basis because use of the facili- 
ties are shared by many clients. Work is 
done on a complete job basis; or in the 
case of weekly or monthly work, on a 
part-time basis. Call your nearest Inter- 


national office for complete information. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 





Offices in Se Principal Cities 
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Men Move Forward! 


ON MANY a distant battlefront, troop car- In the past -you chose Internationals fe 
riers move forward toward the thick of battle. economy, performance and power. Today, In 
Fighting men hold on grimly as the trucks ad- ternationals are chosen to move soldiers at 
vance ... skirting shell craters, plunging into their equipment from place to place fast.. 
depressions, driving ever forward with a_ to take men where the most pressure can | 
steady surge of power. brought to bear on the enemy. 


Many of these troop carriers and combat Internationals are doing their part to 


the war. When Victory is won they will 
turn to their normal peacetime jobs of delive 


cars are International-built, International- 
powered. The power and performance that 
made International Trucks the universal 
choice for hard work in every corner of the 
world now proves itself in the never-ceasing INTERNATIONAL HARVESTER COMPANY 
grind of battle! 180 North Michigan Avenue Chicago, Ili 


INTERNATIONAL TRUCKS. 
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ing the utmost in performance for you. 





